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ABSTRACT 


This thesis uses aspects of the systems approach 
put forward by C. West Churchman as a means of developing 
some performance measures for the Department of Public Works 
Shops, Government of Alberta. The study compiles and analyses 
the goals of the Government as a means of determining the 
goals of the Department, and finally, those of the Shops. 
From these goals Shops policies and suitable measures of 


performance are formulated. 
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CHAPTER I 
INTRODUCTION AND THE PROBLEM 
Introduction 


This thesis develops objectives and policies for the 
Department of Public Works Shops, Government of Alberta, and 
from these designs an appropriate performance measurement 
system. The study was chosen for two reasons. The first was 
the author's interest in the use of performance measurement 
systems by governments and other public organizations. The 
development of such systems is usually associated with the aim 
of industrial organizations to enhance efficiency and profit- 
abi histy pand their aapplication.to a public. body was felt .to be 
an interesting one. Secondly, a unique opportunity presented 
itself in the form of a chance to work in an existing Organi 
zation which was contemplating such a system. 

The approach taken in the study is normative in nature. 
That is, the goals and policies developed for the Shops are 
felt by the executives of the Department of Public Works and 
by the author to be. those that. are the best for that organi- 
zation. This direction was taken because a major re-organi- 
zation of the Department of Public Works changed the role of 
the Shops and provided us with a chance to start from the 


beginning in the formulation of the goals and policies. The 


an! eedonT aH Os HOR RSA 


¢ 


Hod Soho rTsaT 


* we & 


st? uot wainnk bod bak REV Ce LUG equfievelr pi Rinbaplat! alas cae 2 
Petey. ,HOXSALA TO. Seon Ove > ” i BA UOM sx biehigt 28 ies 
Fiepiiie esi.) Swi Page 110 WEIS abs Aud Pipe. ‘asontged 
Sew anead P | -BRRSOT CV Or eer ak bie Sir iat » 
TE WesoR sQanmenes Tg 920 sith Tele teeteaiet «todos aa 
rey sediodeak sibaxs Srtdta isdso', fs oo pining tarda yd 
its aay Bein ba svebsosas. vitnaery eat aakigies 53 , hicks es Ro wse 
‘pea Oey PS: VOGT ER TS SON BAIS GF Engat nt pope, ipepau 

y : 
edt et hie Sey ye pve ina iv a OS. 2B Ss aha f uae OES, ‘Bien: ) 
bosuaeete es Seed icieaeich aepartl %. Okt shots? , ae sisemsal 
. } “Srppae pettedes: 25 fi. ere of cpgat> & Ae eet. Bos was 
| maa sage berks forme aa oki 


waegen oe evi tarteod ae NRUSZ Saad ix rethess ibibo oft. 
ni "ase ogee ats: at begoandh, SRL 1, eq) bia einen et ahd 
' . Ph abLEe Yo Abert RIA ced Vo, Povasepamm ite esti 
tomes ‘gach ip8. 22d. fd 498, seit pidets, Ud” Ox) aes ow ond 
h? sie es topes PaUenOw done Bpywaoesng Sih etd <eabgi 
gabe ster waibixugdh sala sb bets 26 


5S 


ne, 


2 


previously existing objectives and functions of the organi- 


zaticn were therefore ignored throughout. 


Objectives of the Thesis 


The first objective was the development of feasible 
goals, policies and performance measurements for the Department 
Of Public Works Shops. A second and personal objective was 
to gain a better understanding of the subtleties of the work- 
ing of an organization and a more thorough appreciation of 
the systems approach through its application to the thesis 


problem. 


Limitations of the Study 


One limitation of the study was the inability of the 
author sto 'define,-all the political constraints that could/act 
to render some suggestions and recommendations of the study 
invalid. Many such constraints are recognized through their 
implicit influence on the formulation of the objectives of 
the various organizations considered, but it was seen to be 
an impossible task to identify and anticipate every such in- 
fluence that could come to bear on the problem. 

A second limitation developed in the scope of the 
thesis. A truly complete systems approach applied to organi- 
zations such as those dealt with herein would undoubtedly 
have utilized several volumes of this size. This study was 


thus. Jamited to the, application of important aspects. of the 
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approach which were felt to lend themselves to the solution 


of the problem. 
Organization of the Thesis 


The thesis is presented in seven chapters, the first 
of which comprises the introduction, background to the problem 
and the problem formulation. The second and third chapters 
deal with the systems approach and its application to the 
analysis of goal structures and the development of the. Shops 
policies and procedures which aid in identifying the informa~ 
tion that must be supplied by the performance measurement 
system. Chapter four is involved with the framework for the 
provision of the important financial information on the Shops, 
and deals with the Shops as a separate accounting entity from 
the transfer pricing point of view. Behavioral considerations 
in the design of the system are considered in chapter five, 
and=the design itself is discussed in; chapter six. ‘The £inal 


chapter offers some recommendations and conclusions. 
Background to the Problem 
Functions of the Department of Public Works 


It is the function of the Department of Public Works 
to provide suitable accommodation, and the necessary furnish- 
ings and equipment to all departments of the government so 
that they may carry out the various functions required of 


them. Such accommodation is provided in buildings rented, 
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purchased or designed by the Department. 

The Department of Public Works is also responsible 
for the servicing and maintenance of all provincially owned 
buildings. This requirement necessitates the services of a 
large group of men with assorted skills, the majority of whom 
work out of the Shops at government buildings throughout the 
province. 

The duties of the Shops are to take part in the 
Department's maintenance program, to carry out minor construc- 
tion work, renovations of all types, urgent construction work 
which cannot tolerate the delays inherent in tendering to 
private firms, and to perform the trucking requirements of 
the Department. The Shops is centrally located in Edmonton 
and houses about four hundred tradesmen and helpers of all 
categories.  Its* payroll is in the area tor $27.500,000 and it 
is responsible for the expenditure of several times that amount 


in the performing of its duties. 


The supply of utility services including electric 
power, heat, water, and sewage disposal is the responsibility 
of the Department at the province's twenty-two largest 


InstroeutiLons. 


Tn carrying out their stated function, the Department 


of Public Works was organized as shown in figure #1 in 
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Figure 1.1] 


DEPARTMENT OF PUBLIC WORKS ORGANIZATION AUGUST 1969 
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August 1969. The Physical Plant Division was responsible for 
the maintenance and utility services functions and the Design 
and Construction Division for all design aspects and construc- 
tion inspection duties connected with the erection of new 
buildings. 

The Maintenance Group of the Physical Plant Division 
consisted primarily of operating staff permanently located in 
the various major government buildings, and the Shops organi- 
zation which was centrally located and dispatched men to the 
buildings as requirements arose. The Utility Group had 
staff permanently located in the large institutions and a 
technical and administrative head office organization as well. 

Under this system three groups within the Department 
had operating responsibilities in the major institutions. The 
Utility Group, the building operating staff, and the Shops 
tradesmen were all entitled to initiate and carry out work 
assignments as they saw fit. This led to problems in several 
areas, the first of which was communication. Information on 
work carried out by one of the groups was often not communi- 
cated toltherotherss) *Thistcauséd-duplicatzronvof: effortrin 
many cases and troubles with co-ordination of work. Thus, it 
was conceivable that a fresh coat of paint recently applied 
by one group would be disturbed by the renovation plans of 
another. 

Split®responsibileey for-+projectsryrequiring the effort 


of several groups was another problem. Should the client 
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department occupying the building seek adjustments, for 
example, to an installation of air handling equipment there 
was often genuine doubt as to which participating group was 
liable for the repair. This confusion resulted in management's 
feeling that the level of service the Department was supplying 
to its clients was less than optimal. These problems event- 
ually resulted in.the re-organization of the Physical Plant 


Division. 
Re-organization of the Physical Plant Division 


The re-organization of the Physical Plant Division 
was based on the concept that one man in charge of an operating 
staff in each major government building would have ultimate 
responsability for all workscarriied out in)that™ building. It 
would be his function to be aware of the needs of the client 
department, to communicate these to the Department of Public 
Works and to ensure that all work in the building was properly 
planned and co-ordinated. It was felt that this would be a 
major step toward rectifying the previous situation. 

The re-organization took the form shown in figure #42, 
with building managers being appointed to serve in the major 


buildings. 
The Effect of the Re-organization on the Shops 


As tthe Operating and Utility Groups*already had the 


majority of their personnel located in government buildings, 
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and institutions, they were subject to the problems of 
amalgamation and manpower shifting in the re-organization, 
While these problems were significant Ones, their planned 
solutions proceeded relatively smoothly. 

The role of the Shops, however, underwent a more 
drastic change. A Shops Committee established to study this 
question decided that this new role would be to act as a 
service group and to aid the operating managers in carrying 
Out their responsibilities and meeting the goals of the 
Department at the least overall cost to the government. Their 
Operating responsibilities were passed into the hands of the 
building managers and they were no longer in the position of 
initiating and planning major work programs. Instead the 
Shops were now required to await a call for their capabilities 
which were to be available on an as-required basis. These 
changes required substantial re-adjustments on the part of 


the Shops. 


Problem Formulation 


The problem of the thesis is to develop goals, 
policies, and a performance measurement system for the Shops 
that will evaluate the extent to which the Shops is meeting 
its goals and thereby producing effort which is consistent 
with the aims and goals of the Department. 

The approach to this problem will entail compiling 


and examining the goals of the Government of Alberta and 


tw Shops" is taken to be a singular expression. 
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specifically those goals of the Government which influence 
the objectives of the Department of Public Works, and 
sequentially, of the Shops. The goals of these sub-systems 
of the Government will be viewed in light of their congruence 
and their role in directing behavior toward carrying out the 
Government's overall aims. 

The formulation of the specific objectives of the 
Shops will form the foundation for the development of policies 
for the organization. These, in turn, will determine decision 
making procedures in matters concerning the Shops and the 
Department. 

The design of the performance measurement system 
which will supply the information required by the decision 
makers is the second aspect of the problem. A major factor 
to be considered in this design is the possible dysfunctional 
consequences resulting from attempts to measure the performance 
Offan organization such as the Shops which has never been 
Subject to this type of scrutiny. Some of theimpiveatrens 
which have particular relevance for the Shops will be 


examined. 


A Model 


As an aid to visualizing the approach to be used and 
to show how the results of the completed exercise may be of 


use to the Department, a simple model foilows. 
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A MODEL OF THE APPROACH 
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The model shows the line of reasoning developed in 
designing a performance measurement system by initially 
considering the overall goals of the government and analyzing 
how these ultimately have an impact on the Shops. 

The model indicates as well how the Shops' policies 
can be changed to continually adjust and refine the process 
by which the objectives of the Department can be met. Should 
the performance measurement system show that the goals of the 
Shops and those of the Department are not being met because 
of poor performance by the Shops, alternate methods of 
rectifying the situation can be outlined and action according- 
ly taken. The action could conceivably result in the changing 
of Shops' policies and procedures as a means of better 
meeting a particular goal. 

The needs of the client departments have substantial 
effect on the Shops. In the longer term they influence the 
formuiation of Departmental goals. © In the shorter term 
these needs, for example a requirement for office partitioning, 
provadera spur to action on the part of the Shops. SAgain;) at 
these short term needs are not adequately met, changes in 


policies and procedures could be the result. 
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GHAPTER” £1 
SYSTEMS AND THE SYSTEMS APPROACH 
Introduction 


PhespuBspose Ofethis Chapter 16 to vintroduce ene 
idea of systems and to examine the systems approach as :ad- 
vocated by C. West Churchman. + Appropriate aspects of his 
philosophy are selected and developed for use in formulating 
guideiines along which the solution to the thesis problem 


then proceeds. 
Systems 


The idea of "Systems" and the use of the words 
"systems" and "systems approach" seem to be omnipresent in 
the management literature of today. Webster's defines systems 
as "a set or arrangement of things so related or connected 
aceto form a. unity.or, organic whole: as, a solar system, ior 


irrigation system." Ackoff states that systems can be 


Cr West Churchman, The Systems Approach, N.Y: Dell 
Publisning Co.) 1968 


2webster's New World Dictionary, College Edition, 
Toronto: Nelson, Foster and Scott Ltd., 1959, P.480 
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detined*as “3s, 5 any entity, conceptual or physical which 
consists of interdependent parts",? again putting emphasis 
on the interdependency and interrelationship between the 
elements of the system. 

Churchman is interested in dynamic behavioral and 
social systems which are influenced by man, which influence 
man, and which play a large part in his life. Churchman sees 
Systems as [paws cl Sel OL COMpPONeNtS =“WOLK ing» togerner ror 
the overall objective of the who Pe" s including in his defi- 
nition the distinguishing characteristic of such systems, 
their teleological behavior. As this study is concerned 
with an existing behavioral system, it is this goal directed 


behavior which concerns us as well. 
The Systems Approach 


To Churchman, the systems approach is simply a way 
of looking at the system and its components. The aim of the 
approach is to circumvent narrow minded thinking by character- 


izing the nature of the system in such a way that decision 


a ACKOEL, “Systems, Organvzations, and: Inter— 
disciplinary Research", in Systems Research and Design, ed. 
by D.P. Herman Ns: "foln Wirteyva Sons, "ince. 1T9Ch) Pe haze 
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dls) 
making can take place in a logical and coherent fashion. 

One way of achieving this aim is to spur continuing 
debate amongst conflicting viewpoints or different ways in 
looking at a given system. These conflicting viewpoints are 
seen by Churchman as inevitable. Krech and Crutchfie1d® 
Support this by stating that the way in which an individual 
responds to stimuli is shaped by his "cognitive world" and 
that no two persons have the same "cognitive map" or live in 
the same cognitive world. Each person has an individualized 
image of the world because his image is the product of 
‘several determinants, these being: / 

1. His physical and social environments. 

22. Hist physiological’ structure. 

SB“. PalUsmwants” and-oals. 

4, His past experiences. 

Psychologists further state that the cognitions of 
the individual are selectively organized.® Only certain of 
auset of Objects within his vwisual®rangeventer intro lan 
individual's cognitions and only certain characteristics of 


those objects are perceived.” Thus, each person views the 


ope Krech, R.S. Criutchtield, §.L." ballacney,. Individual 
in Seciety, N.Y: McGraw-Hill Co.,, 1962, 2.17 
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Same object or circumstance in different ways, and it is this 
point which Churchman recognizes in his approach to systems. 
He advocates a continuing clash of differing viewpoints, a 
continual debate between ideas, in the belief that exposure 
to assumptions different from his own will aid the analyst 
expand his vision and become more sensitive to the system he 
seeks to study. It is this reasoning that leads Churchman 
to conclude that the first real step in the systems approach 
occurs when one sees the world through the eyes of another. 
For it is in this manner that the analyst comes to realize 
that, hisg~pasticubar viewoLpsptenrpehyorestricted: 

Closely linxed with Churchman's suggestion for a 
continuing debate amongst conflicting ideas is the issue of 
deception-perception. He states that 

", . . the ultimate meaning of the system's approach 
therefore, lies in the creation of a theory of deception and 
ina fuller understanding of the ways in which a human being 
can be deceived about his world. 

There is no adequate measure of reality and this factor must 
be considered by the analyst. in his studies. 


In Churchman's philosophy as well is a need to under- 


stand the whole system before a meaningful analysis can proceed 


On any oneipart, for only by probing and questioning the 
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direction of the whole can the analyst determine the place 
and validity of any segment. One system is always embedded 
in another larger system with interactions taking place 
between the two. In the thesis problem, the Shops is a 
system in itself,;,but. it exists)and interacts, asaa:subsystem 
of the Department of Public Works. The Department again, can 
be viewed as a complete system and as a component in the 
larger Government system, and so on. The important point to 
be made is that the system itself can never be removed entirely 
from the influence of the larger system in which it resides. 
Churchman's approach to performance measurement 
reflects this concern for the interrelationships of systems 
and he contends that performance measures of subsystems must 
be tied to overall system effectiveness. Thus, as the measure 
Ofysthesperftoxrmance of a wcomponenteinereases; se doessethat.ot 
thesasyvstemeunder, scrutiny. . Otherwisesitacansbessurmased Ekat 
the component's performance measure is not indicative of the 
extent to which the component is aiding the system in its 
attainment.of its goaléy Churchman feels tthatpthere darepfive 
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basic considerations that must be kept in mind. 


llibia, P.29 


Me by Ne, an bi Ra ’ py ; 7 . Nila : 
i he ie | er 7 i 7 Ay 
f ve) 7 


ye eat Ho i if fay 1 
0 See te sede grasa ob rey Lente’ si Lai aitgel ais 4 7 


; | ar | ris ah ed of ine Par Tie. 
re eyabts eh waxeys eit. (SitaeIe | wwe ee a fa 
vi aa Shaler winter. en fostedc. tiv heseve: pages i) in) 


? eo Ge: aos: SAd GruddoRy Akane Sts a A RE ci 
‘Mialiesaiinkere 6 wd eediiedetni Soe etapte. oy gel Ahead at 
Hee kev s: somitaget oi? advo of Sate 3G. ial 

| ote nk Sheanggoe Ee -zs AQe meojeye Pietags ares Re re 
ge ehhon damier? eit cco ton SAR faze ye Ot 


‘he 


ty rhsbtes Poy A cars z £¢) evar JE + Loe yieeever ent vara sv al a 


ya) 


(Benet) Ih) ose er. meyeye ori! Io ‘senor tia®) Gee 
’ . * . r S " 


{AMI esM Ahiherro taba. at. Aoec ages a7 FUNGI 5 se 


3 


SHSTEOVR? RO VLA eNoLIS: til. edld) os) ais jelalge 
Seunlatedeyedys 20 te ptiy ev | incertae Yeg, Sete stv 
sume Oo @5 An) .eeerevey ists -! jaye tert es 
a heatta #oUh Ae (gee sosoiati Maina. 2o “anna 
dati” Sea tums ast Ne ¢! ra nwt t) NA Pato) SDN 

| fOjevstov thas, Lorras al bon pape tety a" Sivan - - 

/ 4 nh ee he svi bo ataed ye S A rete ‘Sug ogiten od 
i,’ ght 2:65 Sapa poe) af 702 weprtoc bie re Ae | 
_ Abia rai “er? dean Bats snc exotienct 


18 


These are:- 

De aninen.total system objectives. 

2. The system's environment: the fixed constraints. 

3. The resources of the system. 

4... The components.of the system, their activities, 
goals, and measures of performance. 

5. The management of the system. 

There can often be some confusion regarding the real 
objectives of a system, the first aspect which Churchman 
mentions. The true measure of the objectives is determined 
by the actual performance of the system, that is, by its 
actions and accomplishments. These are often substantially 
different from the stated objectives, which can be relatively 
vague statements from decision makers about what they would 
like to accomplish, or what they think might be a good idea 
to accomplish. .Churchman suggests that a true objective is 
one for which the system will sacrifice other sub-goals. 

It.asethis firstuaspectsawhich- will formean important 
Pasi. of sthe:study.itself.),As, implied in the probleme formnu- 
lation, the system an be Senaien from the point of view 
Of its, objectives, and, it, will be the formulation and analysis 
of those objectives for the system and its subsystems that 
will provide a path to the solution of the core problem. 

The system's environment, Churchman's second factor, 
is that which is fixed and given from the system's point of 


view. If a budget cannot be changed, it is part of the 
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environment, but if the system has the means to exert influence 
on budget changes it can be regarded as lying within the 
boundaries of the system. This is of particular importance 

in the thesis in that it is concerned with the: study of a 
political bedy. “It "is clear then, that there will be a sub— 
stantial political influence that must be considered in 
carrying out the study and developing its recommendations. 

THiS constraint must be defined as far as is possible lest 

the results of the study be declared impracticable due to 
EpeirepOlTtical wnpalatibilaty. 

The resources of the system are defined as the means 
that the system uses to carry out its objectives. Resources 
are manipulable elements that the system can control and 
change to Teese, advantage if its needs are better met by 
its so doing. 

The fourth item for consideration is the components 
of the system which are those subsystems that take the specific 
action required to aid the system meet “its Objectives. The 
identification also facilitates the measure of performance 
Of the cystem, as it 1S seen that the component Ss per rormance 
must enhance that of the total system. The study will treat 
the Shops as the major component with which it is concerned, 
and will justify its selection as an important element for 
analysis. 

The last aspect of the system to be considered is its 


management. Management's function is to view all other 


Ses B EIN pelea ibn & ads ‘aia hale os AI 
nn "eke rarer wees ts Stra ea 9 i 
Seeds Pabipntit dig hey ak) sheet ~ wale Perey being 

: i hides ete! Hw uactioonoe ed Tb hnem iidvetvige' 

‘Male ho et: Rte lexede eee9 .odetd eis at yt agit S 

‘Ot Beaobiaed seh secn' secs Aycan Siok eee LAG 

BML tae ‘edu paPedhoveh fre Ne pach, % _ ; 

“pede pitieeedtd et @6 whl se Aa ob ay deat vines 

AW. det aiden seormeuct Rois icoh sd ovbede att % aati 

oe" Pues Page valeneel 

eid He: ee BotbIeH Wan naveye net To Saat ol 7 

an naensn eer Bebe 22 a ; CUBS os Seau ‘ms pee oi ai 7 
Nie) Togenion tet meteva city dstis {pong ts wy Tak tana 

‘ge atoll ost @bosn, et Sophy) Litiies pi Cue 7 ia 
‘ngnaeg ai ats ad. del yexihbenos 29) net tude? fan 
wUtieye aed waked fed ened toyadne doa saa tira) mere 
ail ; seiniiancind AGA Sng, ndage ete se a 7s 
4 + sean MP Adsdws | Kost: “cilia a 


hens Sai ws ne eh tet § 


uaa 


20 


elements previously discussed, the setting of overall 
objectives, component objectives, planning, the manipulation 
of the resources of the system and the measuring of per form- 
ance. A major concern of the study is found in this factor, 
as the study is ultimately attempting to provide the informa- 
tion required by management to carry out its function of 
directing the system. This concern, as well, provides some 
of the motivation required for the successful completion of 


the study. 
Systems and the Thesis Problem 


In applying Churchman's philosophy to the thesis 
problem it is profitable to discuss the five steps of his 
approach in more detail to more fully define their use in 


the context of the study. 
Objectives 


As a major step in understanding the whole system in 
which the Shops is embedded,a study of the goals of the 
Government and the Department is relevant. These goals in- 
dicate the direction and the role of the whole system and are 
an aid in the comprehension of the way in which the Shops 
fits into the overall scheme. 

Churchman feels that the real goals of a system are 
identifiable as those for which it will sacrifice sub-goals. 


With an organization such as the Government, however, it is 
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impossible to monitor activities to determine the "real" 
goals, thus those stated in the White Paper On Human Resources 
Development, and articulated by Government members are taken 
to be the given goals. | 

The Beever ieien of Government and Department 
objectives, as well, is the foundation for the performance 
measurement system of the Shops. 

A normative approach is taken in the formulation of 
the Shops goals, and to some extent, the goals of the 
Department. In this study these goals are developed in terms 
of what they should be in order to best direct behavior toward 


meeting Government aims. 
Constraints 


To a large extent the constraints on the Shops are 
defined through the goals of the Government and the Depart- 
ment. It can be argued that the Shops do have some influence 
in the development of Department goals, but this effect is 
li6ngttermkand tmostclikely¢minimaks pIltvisemoremmealrsticetor 
our purposes to treat these goals as “givens” that lay down 
guidelines for Shop operations. 

The spoliiticabtconstrambtisvone Ehabrisidittucult 
to explicitly identify and yet it necessarily infringes on 
many aspects of the Shops' operations. The directives re- 
ceived from the political hierarchy often require special 


effort from the Shops which may not be justified on a purely 
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economical basis but which might make a political sense 

that cannot be measured in terms of dollars. Any of the 
study's conclusions must be tempered by an awareness of these 
ever present factors which defy objective measurement. 

There are other constraints evident that have 
implications for the Shops and as well for the recommendations 
of the study. 

There, iS no Open market for “the Shops and )the vrovision 
of their services is confined to the Department of Public 
Works. This has some implication in the development of their 
capabilities and supply of services. 

In addition, there is a tendering constraint on the 
Department that affects the Shops directly and has some 
bearing on the results of the study. This constraint makes 
it mandatory for the Department to release for open tender 
all work that has a value of greater than $25. This tender- 
ing process requires specification writing, tender mailing, 
tender receipt, and evaluation, that can take from six to 
eight weeks, the result being that private firms are rarely 
considered for minor work that can be done on short notice 
by Shops personnel. 

No significant constraints were identified that 
related to the accounting and record keeping system with 
which the study came in contact. The power to change these 
systems lay largely in the hands of Department executives 


who must gain the approval of the Provincial Auditor. The 
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Auditor is receptive to those changes which aid the Department 
and still provide his office with information equivalent 
to that available before the change. This situation was not 


felt to be a major constraint. 
Components and Resources 


For the purposes. of this study it was felt that 
rigorous identification of components and resources was of 
limited value. The Department of Public Works and the Shops 
are taken as important components of the overall system, 
namely the Government of Alberta. The manipulable resources 
of these groups are obviously many, and they are treated in 


an abstract manner in the thesis. 
Management of the System 


The thesis is concerned with the management of the 
Shops section of the system and it is hoped that the thesis 
study and performance measurement system will be to the 


benefit to this group. 
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CHAPRER = Lit 
A GOAL ANALYSIS 
Introduction 


The direction outlined in Chapter II suggests a 
global approach to the core problem of the study. The first 
step is the consideration of the objectives of the Government 
of Alberta, as it is that body which lies at the outer bound- 
ary of the system defined by the thesis. 

In the formulation of the objectives of the Government 
certain value judgments are apparent. As these form a founda- 
tion from which the objectives are derived, they are stated 
below: 

- Human resources will be treated as being intrin- 

sically more important than physical resources. 

- Prior consideration will be given to human beings 

individually (persons), rather than to human 
beings collectively (society). 

- A free enterprise economy, in which all individuals 

have maximum opportunity to participate, will be 
regarded as more desirable than a state regimented 


economy. 


A supporting function, rather than a domineering 
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function, will be ascribed to the state relative to 


resources development. 
The Objectives of the Government of Alberta* 


The overall objective of the Government of Alberta 
is the development of a society of free and creative individ- 
uals within the Prevince.: ‘As-it-is important that the 
emphasis be laid on the individual human being in society, 
rather than on society itself, the approach to Human Resources 
Development will be oriented towards encouraging and enabling 
each individual to cevelop voluntarily to the maximum degree 
that he himself desires and to which he is capable. The 
formulation of other objectives by the Government has as its 
ultimate aim the aiding of this development of the individual 
so there can emerge a society, the characteristics of which 


are determined by the individuals themselves. 


1. In keeping with the aim of the development of the 
individual, the Government has the objective of fostering a 


development climate characterized by: 


‘(a) Freedom of social and economic activity and 


enterprise for private individuals and associa- 


tions. 


these goals are formulated by the author from the 
Government's White Paper on Human Resource Development and 
from conversation with E. Schmidt, Exec. Asst. to Premier 
Strom. They are not to be construed as statements by, or on 
behalf of the Government of the Province of Alberta. 
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(b) A profound respect for the liberty of individ- 
ual citizens, associations and communities. 

(c) A pronounced sense of social responsibility 
and humanitarian concern on the part of all 
sectors of Alberta society, in particular, the 
private sector of the economy. 

(d) A pronounced sense of economic awareness and 
responsibilutyx“onuthespastcoivablisectors of 
Society p imepanticularm, Cthosemsectors "not 
directly engaged in industrial and commercial 


aCuivity. 


2. The Government has the objective of establishing 
for the people of Alberta a politically stable environment 
in which their social and economic goals can be met. The 
political climate will be one in which responsible private 
enterprise and investment capital will not be faced with 
threats of nationalization. The Province of Alberta has 
certain geographic and economic disadvantages in competing 
with other areas of the world, especially in the vital 
petroleum industry, and one way in which these disadvantages 
Gan be offset is through the provision 08 a stable political 
environment in which large scale long-range investment can 
be made with confidence. 

3. The development of the physical resources of 


Alberta to their maximum extent must remain an explicit 
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objective of both Government and people. It is recognized 

that the physical resources and economy of the Province are 

a means to an end, and that the overall purpose and objective 
in this development must henceforth be to facilitate Human 
Resources Development. Because such physical resources 
development is absolutely essential in meeting the Government's 
Overall aim, the necessity of establishing and maintaining 

a strong provincial economy cannot be overemphasized. 

4. It is an objective of the Government to facilitate 
the development of a free and responsible private enterprise 
economy in Alberta. This will be accomplished by encouraging 
private citizens and associations to assume responsibility 
for the performance of essential economic functions and tasks, 
rather than having these functions and tasks performed by 
the state. As a matter of policy the Government will refrain 
from directly involving itself in the performance of such 
functions which private citizens and associations are willing 
and able to perform better and more efficiently. 

5. The Government has committed itself to the provi- 
sion of services which will foster the maximum development 
of each individual's potential and, at the same time, ensure 
that regardless of status, no resident of the Province will 
lack the necessities of life. The Government believes that 
it is the responsibility of society collectively to bring 
necessary facilities and services within financial reach of 


every citizen, but it is, also the responsibility of each 
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individual personally to assume a reasonable share of the 
costs of benefits derived from such facilities and services. 
6. The Government is committed to the attainment 
of quality and excellence in all its programs and services. 
It will accomplish this by applying the latest developments 
in equipment and organizational techniques to its own structure 
and operations in providing maximum benefits from its usage 


of public monies. 


Ideally all the goals of the Government will have 
some implicit influence on the behavior of the Department of 
Public Works and on the formulation of its goals. Given the 
Overall role of the Department in supplying accommodation for 
ali other Government agencies, however, it is seen that 
certain of the Government objectives will have a strong and 
explicit influence on the Department's goals, and it is these 
that are discussed in the following. 

In carrying out its aim of enabling each individual 
in the Province of Alberta to develop to the maximum extent 
to which he is capable on a voluntary basis, the Government 
Mencomitred Ttselrt to* the provaslonio2 (physica wiaciss cies 
of many Pones The achievement of this goal requires a grow- 
ing University, medical and health facilities, schools, public 
service institutions, special educational facilities for the 
retarded and handicapped, and a host of other institutions. 


The Department of Public Works has a major charge in the supply 
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of the physical facilities involved in the program implied 
by this particular Government goal. It is the Department's 
role to have the appropriate buildings made available in an 
optimum manner. 

The Government has stated its intention to achieve 
a level of excellence in its programs and to make the best 
use of public monies in carrying out these programs. This 
goal must be a strong bearing on the formulation of the 
Department's objectives, for the plans and programs of the 
Government are carried out by the individual departments, and 
for the Government to achieve excellence, the Department of 
Public Works must also achieve it. The optimum usage of 
public monies is an all pervasive Government concern and this 
aim must aiso be articulated by the Department. 

In striving toward a strong economy, the Government 
of Alberta has chosen to encourage private enterprise over 
the development of a state controlled economy. One of its 
Goals as to refrain from engaging in activities which are 
within the domain of private enterprise, or which private 
Gitaizens arevwilling or able to: do better than, the Governmene. 
Again, this objective has strong implications for the Depart- 
ment of Public Works. The activities of the Department are 
by necessity numerous, and vary in scope to the extent that 
several are much like activities that are provided as well by 


private firms. It is seen from this that it is a role of the 
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Department of Public Works to analyze its operations care- 
fully and thereby restrain itself from being involved in 


services that are directly parallel to those provided by 


local private groups. 
The Objectives of the Department of Public Works” 


The overall objective of the Department of Public 
Works is to provide suitable accommodation for all departments 
of the Government to facilitate the carrying out of the 
various functions required of them. The goals and efforts 
of the divisions and groups within the Department are directed 


LoOwarasy theirealiazation of this aim. 


1. It is an objective of the Department of Public 
Works: 

(a) To provide buildings of proper design and 
construction that meet the particular re- 
quirements of the client department. 

(b) To provide these buildings in an optimal 


manner through rental, purchase or construction. 


2. The Department of Public Works has the objective 
of providing an adequate level of maintenance and service to 


all provincially owned buildings with the exception of various 


2The goals of the Department of Public Works have 
been formulated through discussions with, and the help of, 
executives of the Department. 
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self-governing institutions such as the Universities at 
Edmonton and Calgary. This level of maintenance is to be 
one which minimizes the deterioration of equipment and faci- 
lities commensurate with the cost of so doing. 

3. The Department of Public Works has the objective 
of providing proper furnishings and equipment to all depart- 
ments of the Government to enable them to carry out their 
intended functions. 

4. It is the goal of the Department of Public Works 
Eoeserve the special needs of the client departments requiring 
urgent and minor construction work in the provincially owned 
buiidings they occupy. 

5... The Department of Public Works will ‘continually 
review its organizational structure and its methods and 
procedures in an effort to apply improved techniques to the 
carrying out of its stated objectives. 

Le; lt isp,the aimsof the Department of Public Worke 
to cvachievewa, level of excellence in;the carrying outvot its 
programs and projects and to use public monies in the most 


efficient manner in reaching that goal. 


inis last objective combined with the Government's 
aim to foster free enterprise wherever possible results in 
an important Department policy on this question. This policy 
articulates the position of the Department to refrain from 


engaging in activities that are directly parallel’ to~those 
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readily available from private firms wherever possible, unless 
it is clear that the Department's overall Objectives are better 
served by its so doing. 

The statement of the Department's objectives now 
allows a focus on the role of the Shops. As the Shops are 
an integral part of the total organization, it is important 
that their effort is properly directed toward the accomplish- 
ment of the Department's goals. This is the main concern of 
this study. 

An analysis of the Department's goals reveals several 
that can be influenced through the operations of the Shops. 
The first of these is that concerned with the provision of 
an adequate level of maintenance to provincially owned 
buildings. In many cases it has been found that it is un- 
economical to retain at each building, a full time staff 
capable of performing a wide variety of technical maintenance 
procedures. The Shops consequently have the role of supply- 
ing this skilled manpower to the building management whenever 
there 1s°a requirement. “It 1s apparent an this Situation 
that the goal of the Department and the operation of the 
Shops are closely related. 

For similar reasons, to those mentioned above, the 
Department does not staff a capability at each building to 
provide for all urgent and minor construction work. This 
capability is an important one in meeting the needs of the 


individual client departments in this area, and again the 
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work force is supplied on a call basis by the Shops. Thus 
Shops performance vitally affects the achievement of this 
goal. 

It is a stated aim of the Department to achieve the 
most efficient usage of the public monies allotted to it. 
Since the Shops payroll is in excess of $2,500,000 and 
because expenditures on work carried out by Shops personnel 
is several times that amount, it is inevitable that this 
objective should have a strong impact on the formulation of 
the Shops' goals. 

Finally, the policy of the Department to refrain 
from engaging in activities that are available from private 
firms whenever possible, has significant implication for 
the Shops. The vast majority of services provided by the 
Shops are readily available as well from local private 
groups. Unless it can be shown that the needs of the 
Department are better served by utilizing its own work force 
rather than that of private enterprise, the long term indica- 
tion would be for the Department to withdraw from the provision 
of those services. 

It is evident from the analysis that the task facing 
the Shops in its new role as a service group is becoming 
better defined. It is important that the operation of the 
Shops group be such that it is providing its repretoire of 
services at the least cost to the Department, and as well, 


that these services are at a level of quality not generally 
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available from private enterprise. 
The Objectives of the Department of Public Works Shops” 


The preceeding discussion now allows the formulation 
Of Shops" objectives. 

The overall objective of the Department of Public 
Works Shops is to aid the operating group to carry out its 
role more efficiently and effectively by providing services 
to that group at the least overall cost to the Department. 

It is the aim of the Shops to establish itself as an 
effective service group by utilizing its advantages in com- 
munication and co-ordination with the operating staff to 
provide a level of service that is equal to or better than that 
available from private enterprise. 

The Shops has as an aim the continual review 
of its work methods as a means of developing new and improved 
Hrocedures) for Carrying Out ats function as a Service group. 

It is an objective of the Shops to provide high 
guality preventive maintenance services to the operating 
group on an as-required basis. 

The Shops has the objective of developing 


policies to effectively deal with urgent and minor construction 


work. 


3the goals of the Department of Public Works Shops 
have been formulated through discussions with, and the help 
of, executives of the Department. 
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Shops' Policies 


Glens et al state "hat policies are ideas, attitudes, 
and philosophies that provide guidelines for the implementation 
Of an Organization's goals and objectives. * This is the 
detinition adopted in the “approach to “the problem of formulating 
Polacies Torthe Shops. “The following policies are separated 
into two groups; the internal, which involve guidelines for 
the improvement of the Shops' own methods and procedures, and 
the external, which monitors the needs of customers and the 


extent to which they are being satisfied. 


It will be the policy of the Shops: 

1. To develop means of effective cost control, in- 
cluding..a system.of planning and, budgeting. 

2. To develop manpower planning as a means of pro- 
moting the best use of personnel. 

3. To review procedures periodically and to compare 
them with other groups. 

4. To develop competent tradesmen for maintenance 
Gnemconstrnction duties. 

5. To develop supervisory specialists in the trades. 

6. To develop competent project groups to enhance the 
capabilities and flexibility im carrying out larder scone tmic= 


tion projects and renovations. 


oo 8. Glans, B. Grad, D. Holstein, W.Myers, R. Schmidt, 
Management Systems, N.Y: Holt, Rinehart and Winston Inc., 
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7. To co-ordinate work closely with building managers. 

8. To view the operating group as preferred customers 
foreShops' iServices: 

9. To determine the quahity oft the Shops ;: services 


by monitoring the-attitudes of the Operating group. 


10. To develop the communication links necessary to 
obtain as much information as possible on planned programs 


that might require Shops' services. 
Financial Information 


From the analysis of the goals of the Department 
and those of the Shops an important theme running through 
the discussion can be defined. This theme is concerned with 
efficiency, the ratio of the value of output to the value of 
input, and is expressed in terms of the usage of public 
monies. The theme identifies the most important type of 
information that is required in ensuring that the effort of 
the Shops is directed toward meeting the goals of the 
Department; financial information. This information must 
be of such a nature to answer the question of whether an 
adequate level of efficiency is being derived from this 
usage. This is particularly true in view of the fact that 
the majority of the services supplied by the Shops are 
available elsewhere. The problem to be resolved is whether 


these services are being supplied at the least cost to the 
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Department and to the Government. 

An important goal of the Department is to refrain 
from engaging in activities that are similar to those supplied 
by private groups unless its overall objectives are better 
met by its so doing. We find that the Shops are, of course, 
engaged in those very activities in which the Department 
does not particularly wish to be involved. The only justi- 
fication for this would seem to be if the operation of the 
Shops directly aided a more complete achievement of the 
Department's goals. This could be accomplished only through 
the Shops' supplying services to the Department at a cost 
lower than that available for equivalent services from 


private firms. 
Information from the Customer 


Several of the goals and policies of the Shops are 
relatively subjective in nature, requiring a measure of 
judgment in determining the extent to which they are being 
met. The eat of the Shops to establish itself as an 
"effective" service group and to provide a level of service 
equal or better" than that of private enterprise are 
examples. The judgment as to the effectiveness and level 
of Shops services must come at least in part from those who 
receive these services, the Department's operating group and 
the client department personnel. Some means of measuring 


the Shops! ability to satisfy these groups would be an 
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important part of a performance measurement system. 
Preventive Maintenance Information 


A major functyon of the Shops is*“ts’ role in the 
Department's preventive maintenance program. The regular 
maintenance checks and routines of the program are carried 
out to circumvent the possibility of equipment failure 
and to decrease the rate of equipment deterioration. Asa 
good deal of effort and money is being spent on preventive 
maintenance the performance measurement system should con- 


sider a means of evaluating the program. 
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CHAPTER IV 


A TRANSFER PRICING APPROACH 


It has been established that financial information 
is an important aspect with which the performance measure- 
ment system must be concerned. This chapter examines the 
present accounting system and evaluates its adequacy in 
meeting the information needs of management. Some changes 
are suggested and a discussion of transfer pricing forms a 
point of departure for designing an alternate system based 


on those changes. 
The Existing Accounting System 


The present accounting system does not discriminate 
between many of the costs incurred in the operation of the 
Shops and similar costs incurred by other groups within the 
Department of Public Works. Management, clerical, accounting, 
and other categories of salaries are all gathered in one 
appropriation that covers all groups without differentiating 
among them. 

This situation exists as well in the accounting 
records covering work done by Shops personnel which is 
roughly split into two categories, maintenance and capital 
PLOJecES. tf the case of maintenance work direct labour 
and material costs are gathered and charged against the 


appropriate building. Whether the work is done by the Shops 
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or by private groups is not distinguishable by the records. 
As the Shops does not keep its own data on the volume of 
maintenance it carries out it is almost impossible to deter- 
mine the value of the work it does over a given period. For 
capital projects each job is allocated a specific number 
against which costs are accumulated. Again, only direct 
labour and material costs are aggregated for these jobs, 

and no indication can be obtained from the records as to 

the supervisory effort, vehicle costs, or special technical 
effort required in any given case. All such costs are 
covered by separate appropriations and cannot be identified 
with a specific capital or maintenance project. The re- 
Surcing cost accumulation for a particular job ts thus noe 

eg trucwindication of the erfrort  Eequired’ to” carry it. out. 

It is difficult under these circumstances to obtain 
any indication of the performance of the Shops. Even 
attempts at subjective evaluation, or at gross measures of 
effectiveness are thwarted by the lack of data. Total 
ieunwotan costs are not readily available, nor are super- 
Vieory, clerical, accounting oY technical statl Coses. he 
present system does not provide for data on the dollar 
value of work done by Shops tradesmen over a given period 
on either capital or maintenance projects. Similarly, pay- 
roll figures either by trade category or in total cannot 
be obtained except through tedious manual gathering operations. 

This situation makes it difficult to calculate 


helpful statistics such as overhead per man hour of labour, 
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41 
Supervisory costs as a ratio of value of work done, etc., 


which could be useful for comparison with private firms, to 
determine trends over several years, or to provide informa- 
tion that facilitates organization and allocation of resources. 
This lack is an important one in view of the Department's 


aim to effectively use the public funds entrusted to it. 
The Shops as an Accounting Entity 


in the following section giv is»proposed. as a first 
step in the solution of the present accounting system's 
inability to supply adequate financial data, that the Shops 
be established as an accounting entity. This suggests 
that the Shop's financial information be gathered, aggregated 
aid kept separate from that of other groups in the Department, 
thereby making it readily available for analysis. 

It is necessary to establish the Shops as an 
accounting entity to enable management. to carry ourva 
financial performance evaluation of the organization. Many 
of the questions the Department's management are presently 
asking about the Shops are those which are best answered by 
financial information, information which is currently not 
available or which is deeply buried with related but irrelevant 
data. In considering the efficiency of the Shops as regards 
their usage of public funds it is apparent that readily 
available and properly designed information is required. 

Only through its establishment as an accounting entity can 


the financial affairs of the Shops. be made explicit and 
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Clearly separated from the remainder of the Department. 

The Shops as an accounting entity will provide 
more information to management for both planning and control. 
AS an example, it is a goal of the Department to check its 
entry into areas served by private groups whenever feasible. 
Accurate accounting data is a means of aiding the decision 
of which activities will be better handled by the Shops and 
which will be better handled by private enterprise. Con- 
versations with J.C. Burton, Special Services Engineer of 
the Department of Public Works, reveal that in many cases the 
Department is unaware as to whether it is more desireable in 
the long run to expand certain Shops functions such as 
trucking to meet growing needs, or to handle the extra work 
by using private firms. Properly designed accounting 
information can help resolve such matters. 

The.use «of the .accounting,.entity .concept can result 
in the provision of more accurate costing data to building 
Managers and others who use the Shops' services. At present 
building managers are hampered in their attempts at cost 
control because information on the complete costs of a 
particular renovation or maintenance job for their building 
is unavailable. Only direct labor and material charges are 
currently levied, resulting in unrealistic cost figures 
being used by building managers in decision making. The 
accounting entity concept would enable the gathering of all 
charges associated with a project.and the -provision-of more 


accurate costing data to the building managers. 
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The above discussion points out the advantages of 
treating the Shops as an accounting entrtyn” “rhe Pind avaidua 
cases presented point directly to the conclusion that such 


treatment will aid the accomplishment of the Department's 


objectives. 
Transter Pracing 


In considering a means of measuring the efficiency 
Of the ‘Shops' usage of public funds it is recognized that 
the Shops is organizationally separate from the groups to 
which it supplies its services. As this situation parallels 
a typica krtransfer'pricimg ‘case, tit is profi tabhe to suse fan 
examination of transfer pricing as a point of departure for 
the discussion on the optimum means of measuring Shops' 
performance in this area. 

A transfer price is defined by Horngren as the 

« » « price charged by one segment of the 

organization for a product or service which 

it supplies to, another segment of the same 

organization. 

In the context of the business enterprise, the 
purpose of transfer pricing is =to establish prices for stiec 
goods and services exchanged between divisions of a company 


so that the performance of each division may be fairly 


evaluated, and at the same time, to motivate the divisions 


lonarles T. Horngren, Cost Accounting: A Managerial 
Emphasis, Second Edition, Eriglewood Cliffs, N.J., Prentice- 


Hal? (8967) P.S854 
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COhaACt anha-manner that will maximize the profits “of che 
firm as ia whole. * In the context of the thesis problem the 
purpose would be to fairly evaluate the Shops' performance 
and to motivate management to work towards the attainment 
of Department goals. 

The problem is an important one, because the prices 
which are set on internal transfers affect the measure of 
the organization's performance and in the long run, its: level 
Ofn,activity. 

Transfer prices are usually derived from one of two 
alternatives, some form of cost or some form of market price. 

The cost basis provides for the transfer of goods 
and services according to the amount of direct cost accumu- 
lated on each item. The cost may be standard, normal, or 
some variation of either. Cost plus return on investment 
systems or marginal cost systems" arehatsoautitized. 

The market price basis provides for the transfer to 
takes places,atiay prices; ior ayvariationyof tarpuace, Tdectermined 
by.arfxeer market externaly to, thegdivisions.qjWheresno clear 
cut outside market exists, some form of negotiation between 


the divisions is usually advocated as a means of establishing 


ach Hirshleifer, "On the Economics of Transfer 
Prior na, a JOuGnal.Of Business, Vol. 29° (Aprii3 1956) SP oe 
VOULD Ge OL Puss Ss 


aeout w. Cook Jr., “Decentralization and the Transter 
Price Problem", Journal of Business, Vol.28 (April 1955) P.91 
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a fair Substitute. 

Hirshleifer takes a traditional economics approach 
to transfer pricing with the goal to establish that mode of 
pricing which leads autonomous profit centers to make decisions 
yielding the largest aggregate profit for the firm as a 
whole. He assumes demand and technological independence 
between the buying and selling division, meaning that an 
external sale by either division does not reduce the external 
demand for the products of the other and as well, that the 
Operating costs of each division are independent of the 
level of operations being carried on by the other. 

Hirshleifer examines the problem of the firm in 
faght of its search to produce its optimum: level’ of output 
and arrives at the conclusion that this level is at the 
point where the sum of the marginal costs of the two divisions 
equals the competitive market prices they face. Loa tSat 
this level that the firm as a whole will achieve maximum 
ProGite Any output below thisetevel wai) resul Ulin a micsed 
opportunity to add to profits, as total marginal cost will 
be below market price, and any output) above the level will 
detract from total profits as the sum of the marginal costs 


will be greater than the revenue received. 
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Hirshleifer's graphical analysis is presented as 


follows: 
Figure 4,3 
HIRSHLEIFER'S GRAPHICAL ANALYSIS 
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SOURCE - Jack Hirshleifer, ''On the Economics fe) d 
Journal of Business, Vol.29 (April 1956) P.173 


—y a 
S ie 


= ee 


a 


i.e age 


HEV AOM JAVA 2 NIE A i 


| JUN bon 


a | 
ee ee wines 


Cri 


s . 
= ee 


Ce 
' : ¥ ny me 


mh 


47 


The analysis clearly points to the theoretical 
optimum level of output that should be produced by a firm 
which is attempting to maximize profits, but what should the 
transfer price be in this situation? Hirshleifer argues that 
the manufacturing division's supply curve is MMC, its margi- 
nal cost curve, as the division will continue to supply 
Product untill itsrmarginal cost. equalls the price it receives. 
The distribution division thus recognizes MMC to be the 
transfer pricing schedule, any point on which will determine 
the level of output it can distribute. Given this, the 
distribution division determines a curve which is the 
difference between the market price and the transfer price 
schedule, MMC. It sets its output level where this curve, 
P-p*, cuts its own marginal cost curve, which is shown as 
OL on the graph above. The transfer price to be set is 
LD = ON, a level which will induce the manufacturing division 
TS Continue’ its output Until at reaches OL, where ics prorat 
is maximized. The distribution division faced with the transfer 
perce ONepiluisits-own marginal cost willdistriburesties oro 
duct to the same level to maximize its own profits. 

Hirshleifer's rigid proof cannot be attacked on 
economic grounds, but it does have some shortcomings in 
attempts to apply it in practice. 

Firstly, it assumes that the organization has the 
accounting means and methods to supply perfect cost informa- 
tion for decision making, an assumption which is far from 


realistic. The examination of the present accounting system 
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at the Shops clearly shows it is incapable of providing such 
information. The analysis is further based on knowing exact 
costs at every conceivable level of production, a requirement 
which any accounting system would find impossible to satisfy, 
given the wide range of discretion in procedures and practices 
afforded to accountants. 

Again, the analysis assumes that firms attempt to 
Maximize, profits. Authors. such as McGuire, ’ Galbraiene 
Baumol,” and Cyert and March, ~° among Others, have argued 
persuasively that this is not the only goal of business. 
These authors see the goals of the firm as being developed 
through the collective interaction of management, as re- 
flecting their collective goals, and therefore being a 
distillation of many of these goals, only one of which is 
profit based. 

Risk is a further major factor not considered in 
Hirsh leiGerils work, aslLactorpswhichycould, lead ¢Ogpror te 


satisficing, according to Galbraith.?+ The risk inherent 


Ueeane McGuire, Theories of Business Behavior, 
Englewood Cliffs, N.J. Prentice-Hall Inc. (1964) P.74 


Sipe Galbraith, The New industrial state, Ny: oe 
New American Library (1968) 


a Baumol, Economic Theory and Operations Analysis, 
Englewood Cliffs, N.J. Prentice-Hall inc. (1961) 


ae ee Gyert, J.G. March, A Behavioral’ Theory of ihe 
Firm, Englewood Cliffs: Prentice-Hall Inc. (1963) 
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in profit maximization, is felt by these writers to motivate 
the firm to lower its sights on behalf of greater security 
andiassurance. of ‘survival. 

The examination of the goals of the Shops shows 
concern with levels of service, flexibility of service, 
development of capabilities within the organization and other 
aims besides that which would correspond to the maximization 
of profit. Even the Department's goal of the most efficient 
usage of public funds is interpreted as providing effective 
services as well as low cost services. 

Cook agrees with Hirshleifer that one division of the 
Company should not be allowed to increase its profit by 
reducing that profit of the whole Company .** TO avoid this 
he suggests that the transfer pricing system motivate trans- 
fers sat if the profits of the Company as a whole are 
increased. 

Cook's analysis concludes that the best method to 
use to achieve this aim is a market based system of transfer 
pricing.?3 He assumes throughout that both the buying and 
the selling ndivisionwhas’ accessto welll) developed outside 
markets that provide the required information.*4 He feels, 
iyaddintion,y. that both divisions “are being treated fairly 


under these circumstances and that this in itself is a factor 
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of some importance. 

Under a market based system, the selling division 
cannot make a sale to outside customers at higher prices, 
therefore it is not being forced to take lower profits than 
it could realize elsewhere. The buying division, at the 
same time, cannot find a supplier who can provide lower 
prices, so neither-is it at a profit disadvantage. 

Dean favors negotiated competitive prices for use 
between divisions who are respectively free to deal in the 
outside market.?> Dean feels that this method can make each 
division's procurement, processing and distribution sensitive 
to market requirements and responsive to competitive alterna- 
tives./® 

"Negotiated competitive" prices are a variation of 
market based prices changed to reflect the savings in selling 
to an intra-company division instead of to the outside market. 
Sales and distribution costs are bound to be lower and the 
seliing* division should? thus acceptia pricesunderstharror 
the market. 

Dean finds basic agreement with Cook that some 
VarpLation-of'a market system leads to fair treatment and 


provides the motivation to meet the aims of each division, 


15 30e1 Dean, “Decentralization and Intra Company 
Pricing", Harvard Business Review, Vol.33 (July-August 1955)P.68 
Har Veale PU et errs Seve 


16s H44. 


dole ij wtb Hine eat .aeteye hoked’ era 
(eel 1a) eeeiear Fa. excomotadn odtsipal a Sina 
née: eh) Page ewok edes ca bos ied on tedy ot vai Ft? te 
aid. 8e  rowetvit wes Qu ett’ .;, bib coe te) se tliegn’ : 2 
isvo!l ahivoge. 285 Odw. toh igque: & Bey asnase on if '< | 


prsravbeekh Ftqng « teh Sr eiriee es: 


if 


gen! wok esolag avicte teqmsy alee PO RS 
etc mi Laeh" of ‘eet? ylew bie hal, Tie Hy anGeperhh' a 
ioeae otiem who Heontot witty tui .2ieet teed af . Tapean 4 pe 
evita canoe. oi iad gad kG ChB MSR O Sey eg cate te ook 
ae tis atekt £5 YMA, Od ooterisibe an bE aye ee ae 
ey pre kel Bt te 18 Sh BSL 3G! pi tab peheter bodettoualt «ta 
perks Soe ad BRRSVES a4 $delte1, of Dapeeis, (PaO ae een, 
Joven obispue bap’ od 1, bsedenys weieed tabtres te eet ee 
odd, bie veal Sd. a hanes Wb Ge estescicy seeking iohscian 


to tenth tele an Exd Be yd den eiarit pha. wets 


< 4 
1 = 


oar a i pasa aida “teat sn 


jn. pon sty a se ei 
conten Ab Sate Neidio dob 


DL 


and the firm as a whole. 
Application of Transfer Pricing to the Shops 


Application of a suitable transfer pricing method 
to the unique situation of the Shops requires some considera- 
tion. The goals of the Government of Alberta do not parallel 
those of a business enterprise, but our analysis has shown 
that in the achievement of those goals, activities at the 
level and of the nature of those carried out by the Shops 
are similar to the activities of private firms. This has 
formed the basis for the approach to the question of transfer 
pricing to follow. 

Transfer prices based on some form of cost are not 
suitable for providing the information that will aid in the 
meeting of the Department's goals. Transfers at cost are 
taking place at present, and in the opinion of Department 
Management, they fail in this critical role. An important 
aspectrcotrthiselack iis that -transters*ae cost “do not provide 
an adequate information base on which to evaluate the financial 
performance of the Shops, previously pointed out as the major 
requirement of the information system. Cost data would be 
informative but would be of little aid in determining if the 
Shops were meeting its goals of providing services at a lower 
cost than private groups. 

The point that cost transfers fail to motivate the 


search for cost efficiencies is an important one for the Shops 


which has been discussed previously. 
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Market based transfer pricing could form the basis 
of a profit-loss system that would aid the evaluation of the 
financial performance of the Shops. +sGivensthat.it,is estab-— 
lished as an accounting entity, the profit-loss statement 
offers the best means of measuring the Shops' efficient 
usage of public funds, and the best means of providing 
information on the achievement of Department goals. 

Market based pricing ensures that the operating 
managers receive services priced at prevailing competitive 
levels. This method provides a clearer indication of the 
true cost. of a given project, and precludes the practice of 
hiding significant costs in a variety of appropriations. 

In pricing at market levels, the Shops will be 
receiving revenue that reflects the true value of its services. 
If the stated goals are to be met, it is clear that all 
expenses must be covered by the "true value" revenue. If 
this is not the case, it can be seen that the Shops are not 
able to provide their services at prices equivalent to those 
obtained from private enterprise. 

The. rejection of marginal costing for the Shops 
brings up the question of whether this type of costing would 
ever be appropriate under the proposed system. Certainly in 
the short run in which idle facilities are available for 
use it would appear to be feasible. Existing facilities 
have a major impact in the short run, an impact which leads 
to the encouragement of their usage at marginal costs. In 


the long run, however, it is not desirable to allow the 
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existence of such facilities to exert too great an influence 
On planned allocations of resources. Such influences could 
have occurred on some occasions in the past when lack of 
performance measures made effective decision criteria hard 

to obtain. The presence of facilities which required partial 
replacement or additions might have induced unwarranted 
expenditures in these cases. It is felt that accounting 
measures, while possibly allowing marginal costing on 
occasion, will aid in providing criteria for deciding whether 


such long term allocations consist of efficient use of funds. 
Is a Profit-Loss System Equitable for the Shops? 


Some discussion on whether a profit-loss system is 
equitable for the Shops is in order. 

Firstly, the Shops faces a closed market and has no 
opportunity to sell its services to groups outside the 
Government. This is disadvantageous to the development of 
activities that could be made feasible through economies of 
scale. Thus, the Shops might have the capability of pro- 
fitably offering a special welding service, but might not be 
able to do so because of insufficient requirement for that 
service within the confines of the Government departments. 

The Shops will also be faced with providing a host 


of minor services on special occasions that private groups 


are often reluctant to supply. Some electrical contractors, 


for example, treat minor house calls as nuisance requests and 


exercise a prerogative in avoiding them. The Shops will be 
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unable to take such a stand in dealing with the Department. 

There are several areas in which the Shops will have 
advantages over private groups which will tend to keep their 
costs lower. These are:- 

1. The Shops will have closer co-ordination and 
better communication with the operating group than will 
private groups. 

2. The Shops will have a substantially better 
knowledge of the buildings and systems with which they must 
deal. 

3. The Shops will have no sales costs. 

4. The delays inherent in tendering before private 
groups can be used will work in favor of the Shops on minor 
and rush jobs. 

5. The Shops will not be in the return-on-investment- 
adequate-profit squeeze felt by private firms. 

6. As the Shops purchases material through the 
Government purchasing body, it receives volume discounts 
that are not as readily available to small private firms. 

7. The Shops need not pay Federal taxes on many 
categories of material purchases. 

It can be concluded from the subjective evaluation 
that the advantages the Shops has over private firms outweigh 


the disadvantages, and that a profit-loss system is an 


equitable one. 
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CHAPTER V 
A HUMAN APPROACH TO ACCOUNTING SYSTEMS 
Introduction 


This section of the thesis concentrates on the human 
element involved in the design and implementation of per- 
formance measurement systems. The chapter discusses the 
traditional assumptions of human behavior and accounting that 
prevail in the use of authoritarian systems of management, 
and ‘the dysfunctions that can arise through such use. In 
searching for a better approach, participative systems of 
management and their impact on accounting are briefly examined. 
The chapter ends with derived recommendations for the design 


and application of accounting systems. 
The Traditional Assumptions of Human Nature and Accounting 


Behind every management decision or action lie: 
assumptions about human nature and human behavior. McGregor 
feels that many of the assumptions regarding human nature 
that are currently used by management in operating the 
organization were derived and evolved from the first large 
formal organizations, the military and the Church. It hardly 
need be stated that the aims and purposes of most modern 


businesses have little relationship with those of the army 
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and the Church, and yet these latter groups have bequeathed 
a legacy of management philosophy which continues to pervade 
the operation of most of our large firms. It is this legacy 
of authoritarian leadership that McGregor feels -has resulted 
in the organizational rigidity which has blocked the oppor- 
tunities for the individual to satisfy his needs within the 
corporate structures 

McGregor has listed some of these assumptions which 
are implicit in much of the organizational literature and 
which are accepted as standard by most organizations. He 
has collectively labeled them as "Theory X", and they are 
as follows: 

1. The average human being has a dislike of work 
and wolleavoidit tf hevean. This assumption reflects an 
underlying belief that management must vigorously counteract 
an inherent human tendency to avoid work.? 

2. Most people must be controlled, directed, coerced 
and threatened with punishment to get them to put forth 


adequate effort toward the achievement of organizational 


Ghiectivesss 


lnouglas McGregor) ‘The Human iside tof enterprise, 
N.Y: McGraw-Hill Co. (1960), P.33 
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3. The average human being prefers to be directed, 
wishes to avoid responsibility, has relatively little ambition, 
and wants security above all. Although this assumption is 
rarely stated in so blunt a manner, McGregor feels that it is 
easy to see it reflected in policy and practice. 

Thesevassumptions ebulldtinto +a -"carrotvand sstick® 
theory of motivation which have profound consequences on the 
Management environment of the corporation. In turn the 
accountants within the firm tend to react to this environment 
and to adopt the views of management and practice them as 
their own.” The nature and scope of the management accounting 
system thus producted is materially influenced by the view 
of human behavior which is held by the accountants who design 
and operate these systems.” 

Within the framework of the management style described 
byiMcGregor fastiheory Xx, it is possible to develop a sub- 
framework of accounting systems. Caplan has done this and has 


concluded that some of the assumptions with respect to the 


Stbid. 
Ear. Fleishman, EPS Harris, eis Burtt ;--'beadershnip 


and Supervision. in Industry", People and Productivity, 
Ri. Ma cSutermeirster (ed)> Nos MeGraw=Hanuy (1 969)e"PP *3 92-394 


z % i f M t 
Bow Cap Lag Behavioral Assumptions o anagemen 
Accounting’ , Accounting Review, (July 1966), PP.496-509 
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role of accounting that have evolved from such management 
practices are as follows: ® 

1. The accounting system is a control device which 
permits management to identify and correct undesirable per- 
formance. 

7eeUnere VUSeSUEbieclent certainty, rationality and 
knowledge within the system to permit an accurate comparison 
of responsibility for performance and the ultimate benefits 
and costs of that performance. 

3. The accounting system is neutral in its evaluations- 
personal bias is eliminated by the objectivity of the system. 

It can be seen that an accounting system based upon 
these three statements is congruent with Theory X. Sucha 
system sees accounting data as unbiased, objective information 
designed to keep close control over the actions of individuals 
within the firm. 

Argyris has done substantial work in the area of 
determining the effect that the use of such accounting systems 
has on people, the relationship this use creates between 
people, and the overall effect it might have for the 
organization as a whole. The use of accounting techniques as 


a basis for reward and punishment leadsto severe organizational 


heel 
problems, according to Argyris. 


Srpia, 


Tchris Argyris, Human Problems With Budgets, Harvard 
Business Review, (Jan-Feb 1953) P.97 
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Four of the important human relations problems 
pointed out by Argyris are paraphrased below: ° 

1. Accounting systems (budgets) can lead to intense 
pressure that unites employees against management and has 
a detrimental effect on the achieving Cf&Vorganizationmal Goals: 

a0, Phe taccountingmstagi can iobtaimtieelangs of 
success only by finding fault with operating people. This 
fact leads to many human relations problems. 

3. The punishment - reward aspects of accounting 
systems tends to make each supervisor see the problems of his 
own department to the exclusion of the problems of the firm. 

4, Supervisors use accounting data as a way of 
expressing their own leadership pattern which can often result 
in people getting hurt.” 

These combined problems can lead to severe tension 
amongst employees who are pitted against each other in an 
attempt to dodge the blame that has been assigned by an 
accounting variance or budget deviation. Persons who are 
Hhiving Qin®anatmospherée in which there vseems torbe taenecessi ty 
to find out whose fault everything is tend to lose their 


spontaneity./° Under these conditions one learns to play 


ena: 


"Tid. 


Gi 10Gnarles Gragg, "Whose Fault Was It?", Harvard 
Business Review, (Jan-Feb 1964), PP.107-110 , 
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cautiously, to minimize risks and thus to a8 Beep 

the freedom to experiment and innovate.?t In the end, the 
loser is the organization which fails to produce the best 
from its people. 

The tension created by such an environment leads to 
frustration, withdrawal, apathy, and indifference. ?? As 
Argyris has pointed out, an outgrowth of these feelings can 
result ‘in'the formation of “informal groups “in the plant that 
tend to oppose management and to thwart the achievement of 
their goals. 

As well, poorly implemented accounting systems can 
act to work against the synergy that has made an organization 
strong. As Ansoff states, the organization is a force which 
is greater than the sum of its separate parts. 1 bub account 
ing systems, responsibility accounting, and budgeting, tend 
to force a concern by supervisors of the organization's 
separate parts rather than with the whole. The accounting 
Sycten tends) toGmply thatiri everyone looks*after ‘the troupte 

14 


in’ his department / *ther@ will be mo trouble in the plant. 


This approach can be seen to divide the departments and helps 


llipia. 


12argyris, OD Gat ieee 


ur Ansoff , Corporate: Strategy, N.Y: McGraw-Hill Co. 
CLOGS )P 21.5 
14, rgyris, Op. sGi tw ae. Ee 
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to work against the effects of synergy which has made the 
mirmesurong in the first place. 

Likert and Seashore have done research on the effect 
of pressure used by management to reduce cost and increase 
efficiency in the inte Accounting and cost control systems 
are often used in such situations as a means of applying 
pressure and motivating effort to gain these ends. The applied 
pressure results in the use of accounting and measurement 
systems in the punitive fashion which Argyris finds unpalatable. 
Through the correlation of research work done by other social 
scientists and applied to the cost control situation, Likert 
finds that extended pressures for improvements in production 
and costs causes a deterioration in employee attitudes, per- 
formance goals, work motivation, and accuracy of communication. +® 
There is an increase in the number of supervisory and other 
employees who resent the pressure and find it unreasonable, 
qustoas Argyris concluded. “hikert: finds “Chat asva resule the 
entire organization's capacity, to Punceionsertectively bequns 
to decrease, and performance drops. 

ifespite of the fact that pressure remains high the 
actual jaa on costs and productivity stants Co drop 


back over a period of time from the favorable level achieved 


aaR. Likert, S. Seashore, Making Cost Control Work, 
Harvard Business Review, (Nov-Dec 1963), P.96 
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during the early phases of the planned cost reduction.’ 


This drop in earnings and productivity stems from unfavorable 
developments in the Organization such as absenteeism, turn- 
Over increases (especially amongst able employees), worsening 
labor relations, grievance’ increases, and product quality 


deterioration. 
Overview 


Lt, has; been seen, that the, use,of. accounting.<systems 
based on authoritarian approaches to management often results 
in substandard organizational performance. The discussion 
now turns to a different philosophy of management which 


promotes a more human oriented use of accounting systems. 
A Participative Approach to Management 


Rensis Likert has taken managers with superior records 
of performance in American business and has conducted em- 
paraical, work which contrasis, the,general patterm of) management 
used by high producing managers with that of low producing 
maysoersere Likert finds that high producing managers are 
more considerate of their employees, are good at dealing 


with peoplie,<itend, to.have the skill that builds high peer 


Liopid. 


oR. Likert, New Patterns of Management, N.Y: McGraw- 
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group loyalty within their departments, and exert less un- 
reasonable pressure on their men for better performance. +? 
Likert's major point is that such managers do not 
{OL Bree rely on the economic motive of buying a man's time 
or by using control and authority as the organizing and co- 
Srdinating principle of their organizations. 7° Rather they 
are human oriented administrators who attempt to tap other 
motives to yield favorable and co-operative attitudes amongst 
employees and thereby achieve a maximum effort toward meeting 
individual and organizational goals. 
bakert turther finds that’ the total amount of control 
exercised by a manager may be quite different from that dele- 
gated to him by the Hierarchy. -> Managers who are human 
oriented, and are high producing, have much more influence 
than do managers who are task oriented and low producing. 
The former increase the "influence pie" and exercise more 
control than do the latter. This corresponds to the study 
Of omith sand Tannenbaum — who found that substantial control 


exercised by both leaders and members appears to be a correlate 


of high organizational performance. 


Lo tphid; P. 5-44 
20ibid, P.98 
21ipid, P.57 


220.G. Smith, A.S. Tannenbaum, "Organizational Control 
Structure: A Comparative Analysis" in A.S. Tannenbaum (ed) 
Control in Organizations, N.Y: McGraw-Hill (L963) P66 
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In proposing an organizational concept that would 
implement some of his findings, Likert uses as a corner-stone 
his gas steals of supportive relationships which states that - 

The leadership and other processes of the organization 
must be such as to ensure a maximum probability that in all 
interactions and all relationships with the organization each 
meiberswill, in the light of his background, values, and 


Bee ions, view the experience as supportive and one which 
builds and maintains his sense of personal worth and importance. 


28 
He goes on to suggest an overlapping type of organization made 
up of highly cohesive groups. These groups are co-ordinated 
through a "linking pin" who, as a supervisor of one group and 
a subordinate of another higher level group, performs the re- 
quired communication function between the two. 

Likert sees the work of the organization as being 
Carried out in the group context, and thus the group is a 
Divetal rfactor in that 10 muse be 7a tightly kKnib highty 
effective element within the organization. The leader must 
be interested in his men, have confidence in their ideas, 
and be aware of their needs. The environment must be con- 
ducive to effective communication between all members. and 
each must have the opportunity to contribute to the whole. 
Fach member must be sensitive in his inter-personal relation- 
ships and be aware of the influence of others. Likert puts 
the group forward as the primary vehicle through which the 


individual can meet his needs, and at the same time exercise 
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effort on ‘behalf of “the ‘organization. 

In Likert's approach the greater amount of control 
that is purportedly exercised for the benefit of the organi- 
zation is more of a mutual than a unilateral type. Both 
individual choice and collective social constraints combine 
to make eee method by which the participant's behavior is 
regulated. Again, the group is seen as playing a main role 
through the collective formulation of norms and goals. 

Douglas McGregor4 focuses on the individual in his 
approach to integrating the employee and the organization. 
Drawing on Maslow's work in motivation theory, McGregor 
centers on the egoistic needs, those that relate to one's 
self-esteem and to one's needs for status, recognition, and 
appreciation as the needs that are rarely fully satisfied and as 
such provide significant potential for the motivation of the 
individual in his employment world. McGregor applies Maslow's 
theory to develop assumptions regarding the nature of man 
and his relationship with his job. These assumptions are 
termed Theory Y and are paraphrased as Fottonete 

1. The expenditure of physSical-and-mental’erfort 
in work is as natural as play or rest. 

2. Man will exercise self-direction and self-control 


in the service of objectives to which he is committed. 


24 ucGregor, Op.Cic, 


25rpid, P. 47-48 
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3. Commitment to objectives is a function of the 
rewards associated with their achievement. 

4. The average human being learns, under the proper 
conditions not only to accept but to seek responsibility. 

De ING Capacity "to ‘exercise a hidgn degree-of 
imagination, ingenuity and creativity in the solution of 
organizational problems is widely, not narrowly, distributed 
in the population. 

6. Under conditions of modern industrial life, the 
intellectual potentialities of the average human being are 
Only partially utilized. 

McGregor argues that the central condition which 
derives from Theory Y is that of integration; the creation 
of conditions such that members of the organization can 
achieve their own goals best by directing their efforts toward 


= This is achieved through 


the success of the enterprise. 
participation, a process in which the individual as iiven 
the major responsibility for his own development and job 
design within broad guidelines of organizational need and 
through honest negotiation with his supervisor. Whereas for 


Likert participation is an important process in the overall 


scheme of aiding the individual meet his own goals, for 


26rhid, P.49 
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McGregor it is the panacea which utilizes the most effective 
“Means of control, that which is internally motivated. By 
establishing his own goals and expressing his own desires and 
needs in his job, the employee will form a real commitment 
to their attainment. This commitment results in self-direction 
and self-control in the meeting of these objectives to the 
mutual benefit of the individual and the organization. 

Caplan has studied approaches to management such 
as those put forward by Likert and McGregor and from them has 
derived a set of assumptions on which to base accounting 
practice. His assumptions seek to promote a new outlook on 
accounting that will mitigate the dysfunctions created by the 
traditional means of using accounting systems. There are 
as follows:~" 

1. The management accounting process is an information 
system whose major purposes are: 

a) to provide data for decision making. 
b) to serve as a communications medium within 
the organization. 

2. The effective use of budgets and other accounting 
een techniques requires an understanding of the inter- 
action between these techniques and the motivations and 


aspiration levels of the individuals to be controlled. 


27caplan, OD. erie 
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3. The objectivity of the management accounting pro- 
cess is largely a myth. Accountants have wide areas of 
discretion in the selection, processing and neportimovotadata. 

ae An» performing? their function, withinvanierganizat ion, 
accountants can be expected to be influenced by their own | 
personal and departmental goals in the same way as other 
participants are influenced. 

Caplan's assumptions recognize motivation theory, 

Ere drive: off the individual in“purswing satisfaction) of his 
needs, and the fact that the accounting system itself cannot 
be absolutely objective in its attempts at measurement and 
Control.” The’ application and design of accounting: systems 
under these conditions in order to reach the goals of the 
organization are not completely straight forward, however. 
As accounting iby its nature ‘appedrs to harbor aspects rot 
control and blame, it is important to handle its design and 


Boplication with much. care. 
Application and Design of the Performance Measurement System 


Drawing on the work of the authors discussed above, 
it is possible to formulate some hypotheses as to how account- 


ing systems would take into consideration the needs of the 


individual. 


In the application of accounting systems, it must be 


recognized that many of the unfavorable consequences are 
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caused not by the measurement process itself but by the way 


it is handled. Rosen and Schneck?® contend that a good deal 


of the dysfunctional consequences arise because the system 


is used as a punitive tool by management. Miles and Vergin~” 


feel that conditions specifically allowing the "freedom to 
fail" are necessary to achieve motivation through the account- 
ing system. An atmosphere of general management approval must 
be generated, as such an atmosphere has long been recognized 


as a first step to effective leadership and as essential in 


the development of a co-operative control atmosphere. °° THUS, 


even when performance is not up to standard, management's 
attitude should be one of supportive, consultative assistance 


in recognition that one substandard performance does not 


impugn an individual's character.*? 


An important principle to be followed by management 


in creating a proper atmosphere is that attempts to impose 


eb pvat Rosen, R.E. Schneck, "Some Behavioral Consequences 
of Accounting Measurement Systems", Accounting and Its 
Behavioral ‘Implications, W.J. Bruns, D.”Decoster, Noy? McGraw- 
Hattie COnee (L969) P74 


Gone. Miles, R.C. Vergin, “Behavioral Properties of 
Variance Controls", Accounting and Its Behavioral Implications, 
Wo.) Bruns, D. Decoster, Nay: MeGraw—-1 1) Co. s( 1969) e373 
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accounting standards and controls on the individual from 
above are successful only to the extent that they are 
accepted by him as being legitimate and fair.°° This implies 
firstly that the individual have a major say in the establish- 
Ment of the standard that will be the measure of his performance. 
Only through honest participation can the employee express 
his needs via accounting goals, and only through internal 
acceptance of these goals can he seek satisfaction by their 
subsequent achievement. Secondly, such participation will 
meet the employee's desire to be treated fairly and honestly, 
a factor whose absence can result in unhappiness, as pointed 
Out by. Herzberg.>> 

Quick feedback is a major design criteria that must 
be provided by the system, as it has been shown that the need 
to know is an important influence in the establishment of an 
individual's aspiration Levelee i A person constantly seeks 
re-assurance of his efforts and continuously changes his sights 
for achievement in accordance with the results of the feed- 
back. Thus, successful attainment/o0f the accounting goal to 


Se bidy Pamoee, 


oe Herzberg, B. Mausner, B.B. Snyderman, The 


Motivation to Work, N.Y: John Wiley and Sons, (1959) 


34oss Stagner, “Level of Aspiration", People and 
Productivity, R.A. Sutermeister (ed), N.¥: McGraw-Hill Co. 


(1969) PP 146-147 
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which the individual is committed results ina feeling of 
satisfaction and the voluntary raising of the performance 
standard. The new goal is the new challenge and the new 


commitment of the employee. 


As pointed out previously, there is little objectivity 
in management accounting due to the wide variety of procedures 
enc practices ,an accountant may Use ined given sottuation. Vet 
few would suggest that this is sufficient reason for abandon- 
ing any attempts at measuring performance by accounting systems. 
Rather, the system should recognize that no single absolute 
figure represents the "truth" about a given situation. Even 
the most precise manufacturing process whose resulting efforts 
can be measured to thousandths of an inch have acceptable 
tolerance limits, and accounting, which is substantially less 
exact, should adopt a similar technique in establishing per- 
formance standard figures. An upper and lower figure would 
result in an acceptable area of performance and would re- 
cognize the vagaries of the measurement technique. Such a 
procedure would remove the automatic stigma of failure attached 
to narrowly missing a single performance standard, and preclude 


35 
the necessity of management action at each such occurrence. 
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Conclusion 


In designing and implementing the suggested system 
for the Shops the following guidelines efonia be considered. 

1. The management atmosphere should be human oriented. 

2. The standards established must be accepted as 
legitimate and fair by those who must meet them. 

3. The system should provide quick feedback to 
enhance performance. 

4. Tolerance levels should be developed for the 


accounting standards to be used. 


CHAPTER VI 
MANAGING THE PROPOSED SYSTEM 
Introduction 


This chapter initially discusses a means of Operating 
and administering the transfer price system suggested in an 
earlier chapter. It then proposes a simple approach to cost- 
ing and budgeting as a means of planning and control, an 
essential part of the profit-loss system that has been put 
forward as the major means of measuring the Shops financial 
performance. The chapter ends by suggesting an approach to 
determining the quality of service provided by the Shops 
and provides an example of measuring the performance of an 


important Shops! program. 
Operation of the Transfer Pricing System 


The proposed organization of the Shops is shown in 
Figure 5, which indicates the formation of seven major depart- 
ments. For most of these departments a reasonable set of 
Market prices suitable for use as Exanster prices appear «to 


be generally available. necwuleane has suggested several ways 


ay Dearden, “Interdivisional Pricing", Harvard 
Business Review, (Jan-Feb 1960) PP 121-122 
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Figure 6.1 


DEPARTMENT OF PUBLIC WORKS SHOPS ORGANIZATION 


SHOPS 
CO-ORDINATOR 


PROJECT MANU- TRUCKING 


FACTURING 


MANAGER MANAGER 


SUPE. 


SERVKCE 
MANAGER 


SERVICE 
MANAGER 


SERVICE SERVICE 
MANAGER MANAGER 


(Mech. ) (Elec.) Sheet Metal (Painting) 


5 > 
ny. 
aide 
i 
i 
tp 


etal sande} ee a | 


‘a7 Pe 


ee 


i 
of 
i : sy a 
=o 4 > ee Ot = aoe {> ep oe 4 4 ree 
i 7 
» 


| P i>o > o& . Lo 


- 6 
SPA 


( 


of gathering such prices. For commonly supplied services, 
published price lists are often available from private firms. 
Formal quotations may also be used on occasion as a source 

of competitive pricing data. Current pricing experienced 

On on-going jobs is yet another valid source. Dearden also 
Suggests that“historical* pricing data, LF itvhas=been kept, 
is a means of checking not only on current prices but also on 
pricing trends. Such data may be valuable to the organization 
over the medium term as a source of price information. These 
several sources should suffice for the purposes at hand. 
Prices can be set at competitive market levels and checked at 
appropriate intervals for any changes. 

In the case of the manufacturing department, existing 
fixed facilities constitute a-problem. » Short term “fluctuations 
in the competitive market, if applied in this case, could 
result in a decision of premature withdrawal from manufacturing. 
Once such a withdrawal has taken place, a large investment 
and substantial effort would be required to start up again 
should prices improve and stabilize. Peardéen- recommends the 
use of longer term price levels that will smooth out the 
fluctuations in cases where fixed investment facilities play 


a major role in the manufacturing process. This is a feasible 


approach for the Shops as well. 


-Tbid, PP VEO 22.0 
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The situation facing the Shops with respect to 
CEanster) pricing, Notever is not exactly the same as that 
facing a division of a firm which is selling a tangible 
product. The division accepts the market price for its pro- 
duct and is motivated to improve internal operations to 
eeelleral profit. Thiss isi note totally true; inuithevcace,of 
the Shops. Although transfer prices are available on the 
types of services they supply, there is no automatic control 
on the efficiency with which they carry out a given job. That 
is to say, an electrician's time may be competitively priced 
at $10.00 an hour by both the Shops and private firms, but 
there is no guarantee that the former will not take twice the 
time of the latter to complete a task. 

The solution envisaged is one combining estimates by 
the Shops and a competitive system that allows building 
Managers to use private groups at their own discretion. The 
estimates will be performed by Shops personnel on projects of 
sufficient size to warrant the trouble required to carry 
them out, and will constitute the fixed charge which will be 
levied by the Shops for the performance of the work, regard- 
less of the final cost of that work. Any "losses" must be 
absorbed by the Shops and any "profits" will accrue in their 
favour in accordance with the revenue-expense scheme proposed 
Any estimate felt by the building manager to be too 


ear ier. 


high can be rejected in favour of a quotation from a private 
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firm. The accumulation of information on the costs of 

various projects could be used as an effective means of con- 
trolling the estimating practices of the Shops, and the 
competitive element should provide additional motivation for 
the improvement of their methods and procedures. Smaller jobs 
not requiring estimates may be allocated to the Shops ona 
continuing basis as long as building managers are satisfied 
with the cost performance and service received. 

This system would be acceptable to the majority of 
Shops' service managers, many of whom are confident that 
they can effectively compete with private enterprise.> En 
addition it will answer the question of whether or not the 
Shops can compete on this basis and will provide information 
that can serve as a guideline for improvement. 

It will be the responsibility of the Shops to provide 
estimators who are capable of relatively accurate estimations 
of project work. Gross deviations between estimates and final 
costs can be investigated as to cause, and this continual 


feedback should result in a growing competence to estimate 


more accurately. 


3Interviews with six Shops' Service Managers. 
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Administration of the Transfer Pricing System 


For the administration of the system it is proposed 
that a committee be established consisting of the Director 
of the Physical Plant Division, the Special Services Engineer, 
the Shops Co-ordinator or the Shops Administrator, and a 
Physical Plant Administrator. The purpose of the committee 
would be to review and set transfer pricing rates at reasonable 
intervals, perhaps semi-annually. Information from outside 
sources would be gathered and prepared for the committee's 
consideration. 

The committee's makeup would be designed explicitly 
to Paice advantage of the philosophy of participative manage- 
ment. The Shops would have a strong voice in the form of one 
of their two top management personnel, as would the operating 
group. The remaining two positions would be filled by neutral 
members who would have nothing to gain by a decision favouring 
one side or the other. It is felt that this arrangement would 
allow free and open discussion and thereby aid the formation 
of solid and acceptable decisions. 

The committee would be a court of last resort for any 
disputes that might arise that cannot be settled through 
regular means of negotiation and compromise. Thus the Shops 
may dispute the action of a building manager in purchasing 
services elsewhere if it is felt that such an action is con- 


trary to the best interests of the Department as a whole. The 
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non partisan committee would consider the relevant variables 


and arrive at a fair decision that is binding on the parties. 
An Approach to Cost Accounting 


Some aspects of cost accounting will now be discussed 
in suggesting ide lies for a feasible cost control system 
fore the? Shops. 

Horngren* states that in cases where products and/or 
projects are readily identified as individual units, each of 
which receives varying degrees of attention and skill, job 
order costing is the appropriate system of costing to use. 
The Shops'duties, a large part of acne de done on an as- 
required basis, often vary in nature, in amount and skill 
of labour required, and in location, and fit the characteristics 
of job order costing which seeks to apply costs to specific 
Hobson thks type Of ‘Costing! Gis therefore, uscd sehenpro= 
posed system. 

For control purposes seven cost centers may be - 
established as depicted on the organization chart, Figure 5. 
Responsibility for costs incurred and for all materials used 
by its employees must rest with the management of each center. 


This segmentation of responsibility allows the gathering of 


fol. Horngren, Cost Accounting: A Managerial Emphasis 
Englewood Cliffs, N.J: Prentice-Hall inc. (1967) 7 2269 
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more comprehensive cost information and facilitates the 
identification of problem areas, should they arise. 

A job cost sheet similar to that in Figure 6 would 
be suitable for cost collection on all manner of jobs, even 
those that typically require different kinds of material 
and labour skills. These sheets would act as the central 
location for cost gathering on jobs, and would aid the control 
function through facilitating comparisons between the estimates 
and the actual cost incurred. 

A simple flow diagram of costs is shown in Figure 7. 
Workers fill out a work ticket for each job, and these direct 
labour costs are gathered both by job and by cost center. 
Material costs are handled in the same manner. Certain over- 
head costs such as indirect labour, undistributed labour, 
fringe benefits and holiday pay can be gathered by cost center 
and applied to jobs. on an overhead rate per direct Pabour™hour. 
Other overhead categories such as utilities and insurance, 
are difficult to allocate to cost centers and are more logi- 
cally gathered for the Shops in total and then allocated on 
a direct labour hour basis. 

The cost gathering and estimating system can be 
refined to the extent that experience and the particular needs 
of the Shops dictate. Costs may be classified and gathered 
in any one of several different ways that could provide the 
required information to help improve future operations. The 


classification could be by trade, by type of work within the 
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Figure 6.2 


JOB COST SHEET 


JOB COST (SHEET, 
DATE STARTED: JOB NO. 
DALE COMPEETED: BUILDING NO. 


DIRECT MATERIAL DIRECT LABOUR OVERHEAD 


3 Amount Amount Amount 


COST CENTRE. 


DIRECT MATERIAL DIRECT LABOUR OVERHEAD 


By 


TOTALS: CENTRE A GRAND TOTAL 
CENTRE B ESTIMATE 
SHOPS OVERHEAD PROFIT 


SOURCE - Adapted from C.T. Horngren, Cost Accounting: A Managerial 


Emphasis, Englewood Cliffs Nay Prentéce-Hal lines WNS67), P270 
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Figure 6.3 


FLOW DIAGRAM OF COSTS 


MATERIALS 
(By Job) 


WORK TICKETS 
(By Individual) 


COMPARE 
WITH 
ESTIMATE 


DURECT “COSTS 
(By Cost Center) 


JOB COST SSHEET 


MANAGEMENT COSTS 
(By Cost Center) 


OVERHEAD COSTS 


OVERHEAD COSTS 
(By Cost Center) 


(By Shops) 
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trade, or by characteristics of the job performed. For 
example, a mechanical contractor found that by identifying 
several cost classifications in installing water pipe that 
relative to standard cost data, his firm was much more adept 
at installing cast iron drainage pipe under building slabs 
than copper water service lines in ceiling spaces.> This led 
to more emphasis on obtaining jobs with a large percentage of 
Grainage piping.” “Applying® this “concépt to other aspects of 
their work allowed the firm to more clearly identify their 
areas of special competences, and to take advantage of them 
in their work. This concept would clearly be applicable in 


the case of the Shops as well. 
Budgeting 


For the Shops a system of budgeting would aid the 
development of an approach to planning that would also be an 
integral part of their overall control system." As Shitiinglaw 
has stated "The main elements of the budgetary process relate 


primarily to planning and control by feedback response". 


>conversation with J .GS Burton tregarding the 
experiences of Jamison and Kruger Co. Ltd., Mechanical 


COneraccoLts. 


Se. Shillinglaw, "Divisional Performance Review: 
An Extension of Budgetary Control", in Bonini, Jaedicke and 
Wagner, Management Controls: New PIreceLGns 1n Basic Rhesearen 


N.Y: McGraw-Hill (1964) P.308 
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Anshen’ sees the budget as organizing, influencing, 
facilitating and expressing management thought and management 
action. When it is properly designed it can "contribute 
Beer fully to the effective and efficient accomplishment of 
managerial tasks", °® 

The budgeting process will involve the establishment 
of short and long-term goals for the Shops. The long-term 
goals, as expressed earlier, are carefully formulated to be 
congruent with those of the Department. The short-term goals 
must likewise be co-ordinated, and the budgeting process can 
be the means of accomplishing this in terms of allocation of 
resources. AS Anshen” has stated, resources are rarely, 
probably never, equal to needs. It is the essence of the 
budgetary process to ration these scarce resources for the 


accomplishment of such goals. This will be a major aspect of 


budgeting in the case of the Shops. 
A Framework 


In the budgetary process effort should be made to 


separate the performance of one segment of the organization 


from the others.!° ‘this implies that the budget should be 


Ty, Anshen, "The Federal Budget as an Instrument 
For Management and Analysis", in D. Novick's Program Budgeting 
N.Y: Holt, Rinehart & Winston (1969), P.3 


8 
Ibid. 
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constructed to highlight the activities of each of the seven 
Shop cost centers, a procedure which correlates with the 
proposed costing system which gathers costs on the same basis. 
The budget, however, must not serve to divide the organization 
to the extent that the strength of the whole is impaired. This 
danger which peeune in the budgeting process must be parti- 
cularly guarded against in the case of the Shops which depends 
upon a frequent exchange of men between groups as various 
Manpower needs fluctuate. This exchange and the transfer of 
technical aid contributes to the effectiveness of the organi- 
zation and must not be hindered by too great an emphasis on 
budgeted figures. 

As the budget must be goal directed, each center 
would be responsible for formulating its own short and long 
term goals. Group decision making would be encouraged and 
the tradesmen allowed a chance to play a meaningful role in 
decisions. This would mean a group decision on goals and 
budget figures. 

A budget figure or standard thus determined would 
be passed onto management for approval, but would not 
necessarily be subject to veto. The bargaining process would 
play an important part here as the participative approach 
accepts that regardless of whether management is totally 
pleased with the standard set, a standard to which the group 
is committed will induce superior performance to a standard 
that is unilaterally imposed upon it by management. The 


latter may not be accepted by employees as a standard at all. 
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What occurs in this approach is a reversal of the 
traditional method of handling budgets. Rather than a 
management group carefully determining the standards to be 
set and informing lower levels accordingly, the opposite 
has evolved with hopefully, a more realistic result. The 
flow of information is upward rather than downward. 

This method recognizes that the accounting figure 
itself may have little or no effect as a means of control. 
Careful design and implementation of these systems may be 
largely wasted if the figures are not accepted by the group. 
Miles and Vergine-~ Ridgway ,7? and others have pointed out 
the elaborate devices for subterfuge adopted by employees 
who reject such controls, the lesson being that management 
must be aware that it is often group norms that provide the 
motivation to achieve a given accounting goal. 

It is visualized that there will be both an operating 
budget and a capital expenditure budget. The former to show 
the costs “of "operation ”and™ the latter "to “devarlthe-capirtat 


expenditures for the coming year. 


Pun Miles, R.C. Vergin, "Behavioral Properties of 
Variance Controls", in W.J. Bruns, D.T. DeCoster, Accounting 
and its Behavioral Implications, N.Y: McGraw-Hill (1969) P.373 
anes. 2eRAV OL Gis AMPS 


Peg red Ridgway, "Dysfunctional Consequences of Per- 


formance Measurements", Administrative Science Quarterly, 
teepe i ose)", PP. 240-247 
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It is important that the budget indicates the future 
impact of any currently proposed expenditures. ?? Often an 
allocation in one year commits the organization to further 
expenditures in succeeding years. The purchase of a diesel 
truck by the Shops and the hiring of a competent operator 
either commits the trucking group to operating and maintenance 
expenditures in subsequent years or to an unpleasant and costly 
divestiture of equipment and personnel. The initiation of a 
long-term training program also has longer term implications 
and the budget should outline these factors as much as possible. 

As part of the budgeting process, it is envisaged that 
existing programs and goals be carefully examinea. +4 The 
traditional approach to budgeting often provides too much 
focus on expenditures in the past as the foundation by which 
to predict, expenditures for the future. It is ‘suggested that 
this practice be bypassed in favour of a (re-evaluation of 
the basic programs and objectives on which the previous budget 
was based. Some analysis of the output of particular efforts 
in terms of goals would be of value. A manpower planning 
program that sought to utilize existing manpower in productive 


effort eighty percent of the time must be evaluated not only 


13qnarles L. Schultze, The Politics and Bconomics of 
Public Spending, Washington, D.C.: The Brookings Institute 
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in meeting its goal, but in the efficacy of that goal a 
laght of changing circumstances and organizational require- 
ments. 

As a further part of the budgeting procedure alterna- 
tives should be developed for achieving certain objectives.?> 
Although this may not always be feasible for the Shops which 
is concerned with numerous resource allocations, many of which 
are not of a size to warrant formal searches for alternatives, 
major expenditures should be subject to this process. The 
provision of additional trucking duties for the Department 
can be handled through the purchase of new trucks, the leasing 
of trucks, or the hiring of private vehicles. The economics 
Of the situation would. clearly play a large role in the final 
decision of which method to use. 

Some consideration should be given to flexible budget- 
aengwLor the Shops: *Such"a budget usually refers £0 overhead 
costs, and is prepared for a range of activities rather than 
for a single fevandts It can automatically be geared to 
changes in the level of volume and does not indicate favour- 


able or unfavourable performance except in terms of the actual 


volume of goods and services produced. It is particularly 


1S tpid. 

pened ¢ Gordon and G. Shillinglaw, Accounting: A 
Management Approach, Homewood, Illinois: Richard D. Irwin 
(1969) P.706 and Horngren, Op Cit PPePpPn2p i202 
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adaptable in situations where volume may vary due to a 
number of uncontrollable factors, and the Shops is in such 
a situation where political or similar considerations could 
lead to fluctuations. 

Although the budget is performance oriented, when 
operating results are reviewed emphasis must be placed on the 
informational aspects of the situation. As pointed out 
previously, the results will indicate areas that have satis- 
factory performance as well as areas that require improvement. 
The figures ee be used as guidelines for future action 


rather than to pinpoint and allocate blame. 
Information From the Customer 


Effective communication between the Shops and the 
building superintendents is required to evaluate the extent 
to which the Shops is meeting its goal of providing high 
levels of service. The co-ordination of work, feedback as 
togits iquality, and«thethandlangiof vagious projectsawith 
regard to the convenience and needs of the client department 
are some areas in which the Shops requires information. It 
is suggested that meetings between Shops management, building 
eens atte and physical plant managers would be one 
means of accomplishing this. Possibly a portion of the 
regular physical plant managers' meetings could be scheduled 
for a give and take session with the Shops. On projects over 


a certain size, for example $10,000.00, a short form could be 
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filled out by the superintendent or manager as a permanent 
record of the information outlined above. Feedback on such 
projects could be transmitted during the meetings as suggested. 
The aim of the overall exercise would be to provide important 
information to the Shops in an atmosphere of mutual support 


as an aid to improving their operations. 
An Illustration of Performance Measurement 


The Shops will require performance measurement criteria 
for some of its larger programs, and the preventive mainten- 
ance program is chosen as an important illustrative example. 
The goal of this program is to pursue a level of maintenance 
that will minimize equipment deterioration and assure continuing 
Operation of critical equipment commensurate with the costs 
of so doing. The program is a large and diverse one covering 
Government facilities throughout the province, and encompass- 
ing equipment used in all types of applications from critical 
medical service to standard heating and air conditioning 
usage. As this’is the case, specific performance measures 
suitable for all such instances are difficult to develop. 
Rather the aim of the program must be scrutinized as a means 
of establishing measures, the most appropriate of which may 


be applied in a given situation. Some measures formulated 


through this procedure follow. 
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1. Total number of equipment breakdowns. 

2. Number of breakdowns on critical service. 

3. The cost of repairs resulting from breakdowns. 

4, The cost of equipment replacement resulting 
from breakdowns. 

5. The cost of carrying out the preventive main- 
tenance procedure. 


6. Statistics on equipment life. 


In considering air conditioning systems economic 
factors are very important in deciding on the level of 
maintenance to be used. In the case of a medical service 
involving human life, however, the funds required to keep 
equipment breakdowns to a minimum become a relatively less 


important consideration. 


CHAPTER VII 
RECOMMENDATIONS AND COMMENTS 
Introduction 


This final chapter concerns itself with some 
recommendations and comments pertaining to the study, its 
possible implementation, and to areas lying outside the study 


as well. 
Recommendations 


A factor of some importance is the actual use by 
management of the system proposed in the thesis. Especially 
in the case of the profit and loss statement it is recommended 
that particular effort be taken to temper results by an 
awareness of the effect of the political constraint on the 
overall situation. Certain ministerial or governmental decrees 
May require the Shops to take immediate and special effort on 
aepartaculac project. that sservesecoldlsLupL ether aweguila c 
operations and causes undesirable effects on their profit and 
lossspicture...In these .cases.1t must, be recogni zedas har 
Doli taca-L factors often overcome economic ones at some cost 
to the most efficient use of funds. The statement itself 
could still be useful in these cases by providing an estimate 


on the opportunity cost of carrying out this type of decree. 
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93 
This information if fed back to those concerned would be 
valuable in making decisions regarding the extent to which 
economic consideration should be over-ridden in favour of 
pObitical -or* other factors. 

Another constraining factor on the proper workings 
of the overall system is the tendering procedure which must 
be followed before purchasing more than $25.00 of material 
from a private supplier. This requirement is a hindrance 
On the automatic check on the Shops that private enterprise 
is supposed to provide.through competition. If a four to 
six week period is required before the tendering procedure 
is complete and a successful supplier chosen, then this 
undesirable time lag will serve as a deterrent to the use 
of private firms. Should this deterrent prove to be power- 
ful enough, it could cripple the operation of the system which 
is predicated on the Shops estimating competitively for the 
work available. 

It is, therefore, recommended that effort be ‘taken 
to remove or lessen the tendering constraint as much as 
possible. Perhaps special procedures can be worked out with 
the purchasing department to cut down on tendering time in 
special instances. An alternate solution could be the use 
of a standing order issued to an acceptable supplier that 
would serve to cover a variable volume of goods and services. 
This type of purchase order could be used several times, 


thereby precluding the necessity for re-tendering on each 
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occasion. A third alternative makes use of the fact that 
the constraint applies to materials and not to labour. Possi- 
bly arrrangements can be made to supply Government materials 
and hire labour only from private firms. Whichever method 
is used, lessening the effect of the constraint is a desirable 
action to take. 

It is recommended that any implementation take place 
in stages at a pace dictated by the organization's ability 
to react and adjust to the new system. Immediate implementation 
of the complete scheme, even if it were possible, would not 
be desirable for an organization that has developed along 
an alternate route for the past twenty years. Rather, rt rs 
suggested that sufficient time be taken to gather opinions of 
those who must work with the new scheme, to alter it accord- 
ingly, and to implement it on a gradual basis. A simplified 


sequence of implementation would be as follows: 


1. Establishment of the Shops as' an accounting 
entity sovthat all eaccounting Tecordsaare 
distinct from those of other groups. 

2. Development of a full costing scheme to 
charge full costs on any Shops work orders, 
rather than simply labour and material costs. 

3. Gathering of transfer pricing information. 

4. Implementation of estimating procedure with 


market prices used. 
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5. Gradual introduction of competitive element 
as a check on Shops work, and preliminary use 
of the profit and loss statement. 


6. Full implementation completed. 


Progress could be carefully monitored at a given 
stage before implementation of the next stage proceeds. It 
is visualized that the whole system would take at least a 
year to put into operation, and perhaps a good deal more, 
depending on the reactions experienced and the changes 
Suggested by Shops personnel. 

It is recommended that manpower planning be instituted 
at the Shops to assure the optimum allocation of the available 
work force. Although the study did not concern itself with 
this aspect, it 1s perceived to be one of significance. A 
work load which fluctuates drastically with the season re- 
quires a constantly changing labour force, especially in the 
project area which is concerned with construction and renova- 
tion, and requires! many trade skills. At present there is 
a constant exchange of people between groups, and a constant 
hiring and releasing of men. With seven managers involved 
in this process there are bound to be duplications of erfort 
and inefficient use of manpower. A solution can be found 
by co-ordinating this activity through, a single imdividuat 
who would be responsible for planning requirements, hiring 


and releasing men, and allocating tradesmen as required. 
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Trades training programs and other similar efforts might also 


bemplaced in this category. 
Comments 


A final comment concerns the applicability of the 
approach used in this study to other areas in the Department 
of Public Works. It is suggested that the approach could be 
successfully applied to numerous other situations that 
Department executives are currently pondering. One of these 
of particular interest is the extremely complex one of whether 
Demnueiaupanticudar bud lding;mor) complex, ofebuiddings, 71s 
being operated in an optimum manner considering client satis- 
faction, economics and the wishes of the Government. An 
important task would be to develop an information system and 
the proper measures of performance to answer this question. 
The systems approach would be a fruitful one with which to 
Stal cy. ads Churchman* says, "The systems approach is not a 


bad idea." 


*c. West Churchman, The Systems Approach, N.¥: Dell 
Publishing Co. (1968), Pa232 


[ : a 7@ > alt T oi ee oe 
i 
z. e 
7 eo 
7 . 
(Sales fs 
{ 
Ys r 
. J 
ar thy ~4¢ 


Pr 
= j 
Vv 
=) 
— 
= 
a. 


ay 
' “ - 
> 9 ci ‘ 
> ht . ‘ hee qs 
Blue i 
‘ 4 t vere ; 
/ . 
= ay nab 
i 
et } 
’ ‘oe 
, Peo TOE vet 


& 2cej2 it Sot Sie Saisie 
6) 
b= note . - i a d ) 7 eal ee | peal 
clit ares ane Bia it oidvab. Sc) ue Hii ste — 
o ad 


a 


, Ny Tr | 7 ¥ fe 
i Tea ’ 
eA , 7) 
om . * = j 4 abe - . ial ue —= 
re Tol! ey er ie 5, big deb DS Bo ruse “3 ete Fh PuUC, PRR ye Ot 


ra ‘ eee - - _ 


. ° és ve ' [ ‘ oe é 
Lo ofl LIL) { un algae - Ss iv ' , VBE trisircebictin rte . ' - 


LA SiG 
is cp ‘ 


lye Sey a ae 
Det 2 ae 
7 er. ay 7 
2 awe _ a 


"a a 


a7 
BIBLIOGRAPHY 


ACKOFF, Russel L. "Systems, Organizations and Interdisci- - 
plinary Research", in Systems Research and Design. 
Haveed by DP. Eckman, New York, Niv* John Wiley 
anc Sons wine.) L96L. 


ANSHEN, M. "The Federal Budget as an Instrument For Management 
and Analysis", in D. Novick's Program Budgeting, 
New York, N.Y: Holt, Rhinehart and Winston, 1969. 


ANSOFF, H.I. Corporate Strategy, N.Y: McGraw-Hill, 1965. 


ARGYRIS, Chris. Integrating the Individual and the Organization, 
Nev: John Wrley.and* Sons; Enc vy; 19649 


BAUMOL, W.J. Economic Theory and Operations Analysis, 
Englewood Cliffs: Prentice Hall, 1961. 


CHURCHMAN, C. West. The Systems Approach. New York, N.Y: Dell 
Publishing Got Aine.) 21968 - 


CYERT, ORsMe-and J2G. March, “A Behavioral Theory of ‘thet rirm; 
Englewood Cliffs, Prentice Hall, 1963. 


FLEISHMAN, E.A., E.F. Harris, and H.E.Burtt, "Leadership and 
Supervision in Industry", People and Productivity, 
R.A. Sutermeister, N.Y: McGraw-Hill, 1969. 


GALBRAITH, J.K. The New Industrial State, N.Y: The New American 
fabrary, 196s. 


GLANS; T. BY} BY Grad, D.«HOrSteiny We Myers, and R.eSchmidt, 
Management Systems. New York, N.Y: Holt, Rhinehart 
and Winston Inc., 1968. 


GORDON, M.J. and G. Shillinglaw, Accounting: A Management 
Approach, Homewood: Richard D. Irwin Co., 1969. 


HERZBERG, F., B. Mausner, and B.B. Snyderman, The Motivation 
to Work, N.Y: John Wiley & Sons, 1959 


HORNGREN, C.T. Cost Accounting: A Managerial Emphasis, 
Englewood Clifis;*Prentice Hatl,e196v" 


KRECH, Crutchfield, and Ballachey, Individual in Society, 
N.Y: McGraw-Hill, 1962. 


LIKERT, R. The Human Organization, N.Y: McGraw-Hill, 1967 


¢a ’ 7 = 
’ a * 
7 
< aay 
; OAT THER) Gers 
(= her! ih 
y ~~ 
_ 
, 6 we 
{ Pi = i ‘ vi " i ine) 
; 1 wt ;? ue 


\ nar? «ad 
eo MS 
a ‘ i ) 
é hae ad 
5 ar) ; 
VW } 
ie - a " 
= ia" = 
aS: 
ok “ ; 


iY ws @ 
, ele Be 
: “ 4 Rod, — ; 
rc 4 ,) aon tl 4 2 
4 
Poe Pe ry ie _ 
t ‘ fel es wt rp 
- <4 
: i ai 122" SOR We nis 
er ~ 
, ; : 4 ‘ , 2 4 » & ; - 
ne Oy | | ii os penile Teg ie) ch 
aeker ; . } SP ft: CoOL eras Ds 
+ ~ - oy, 
t j verre, ey" (a aila. soe, 
; oe ie ' 
' > : _< 
‘ eagle" i « 
4 7 is 
; g 43% 
_ ‘ - : 7 ; 
a ; = - ] 
hg aod ae) os ee | trent! ae a’ waigaenan: a 
» J ee => ae Pteeaies bd a — = — - 7 A ae 
md a fIWAl CGP LADEN | < Derow ST rr 
‘ ‘ Kt - 
ee i) ; ‘Len re Oe 
Ceri H yPROS 
Ly 
Py a a 7 
-#iS#£At002 JTestares 
a Snir ee ee 
‘ ‘ wa . 2.4. cay 72 


| BASSO SEEMED 4 YOR rs Fess 
: : Soely 


4 ii i ie “WaAiaM 


98 


LIKERT, R. New Patterns of Management, New York, N.Y: 
McGraw-Hill Co. Ltd., 1961. 


MASLOW, A.H. "A Theory of Human Motivation", People and 
Productivity, R.A. Sutermeister, N.Y: McGraw-Hill, 
1969; 


McGREGOR, Douglas, The Human Side of Enterprise, N.Y: 
McGraw-Hill, 1960. b 


McGUIRE, J.W. Theories of Business Behavior, Englewood Cliffs, 
Prentice Hall, 1964. 


MILES, R,E, and R,C, Vergin, "Behavioral Properties of 
Variance, Controls", Accounting and Its, Behavioral 
Implications, W.J. Bruns, D. Decoster, N.Y: McGraw- 
STi, 1969 


ROSEN, L.S. and R.E. Schneck, "Some Behavioral Consequences 
of Accounting Measurement Systems", Accounting and 
Its Behavioral Implications, W.S. Bruns, D. Decoster, 
N.Y: McGraw-Hill, 1969. 


SCHULTZE, C.L. The, Politics and Economics ofsublic Spending, 
Wachington,.D.C.: The Brookings™institite,, 196s" 


SHILLINGLAW, G. “Divisional Performance Review: An Extension 
of Budgetary Control", in Bonini, Jaedicke and 
Wagner, Management Controls: New Directions in 
Basic Research. New York, N.Y: McGraw-Hill Co. Ltd. 
1964. 


SMITH, C.G. and A.S«,Tannenbaum.,. “Organizational «Control 
Structure: A Comparative Analysis" inA.S. Tannen- 
baum's Control in Organizations, New York, N.Y: 
McGraw-Hill .Co. Ltda, sL9637 


SOLOMONS, David. Divisional Performance: Measurement and 


Control, Homewood, Illinois: .,Richard)D. slrwin, 
DBncwa- 76S 


STAGNER, Ross "Level of Aspiration", People and Productivity, 
RR. Sutermeister, Now t iCorawa1 1) ono. 


WEBSTER'S NEW WORLD DICTIONARY. College Edition, Toronto: 
Nelson, Foster and Scott Ltd., 1959. 


~ 


anehedtiadas 
ara cm “aewanel shied at ot 
p - Soe 7 « 4 


(tao jis ai 3 a 
aay ei sy 


yt Bola ba rangle 


A 
hn | ou 
< : » ; 
7 7 ¢ 
-— wylt i ft 
'? | 4 i. - Le 3M 
*; ew A 
76! . ri é . 
$i “a 4 
wire at . 
’ [ 7 
2 a : 
F = »@bJ f " y 
eo WhD vi 


323 nae wi vy 
pare : : 


ih, 


99 
PERIODICALS 
ARGYRIS, Chris. "Human Problems With Budgets", Harvard 
Business Review, (Jan-Feb 1953) 


BENSTON, G.J. "The Role of the Firm's Accounting System For 
Motivation", Accounting Review, April 1963. 


BIERMAN, Harold, Jr. "Pricing Intracompany Transfers 
Accounting Review, July 1959. 


CAPLAN, E.H., "Behavioral Assumptions of Management Accounting" 
Accounting Review, July 1966. 


©OOk, P.W. “Decentralization and the Transfer Pricing 
Problem: ; Journal of Business, “April 1955. 


DEANG Joel § Decentralization and Intra Company, Pricing", 
Harvard Business Review, July - August 1955. 


DEARDEN, J. “Interdivisional Pricing", Harvard Business 
Review, Jan-Feb 1960. 


GRAGG, Charles "Whose Fault Was It?", Harvard Business Review, 
Jan-Feb. 1964. 


HENDERSON, B. and J. Dearden "New System for Divisional 
Control", Harvard Business Review, Sept-Oct. 1966. 


HIRSHLELEER,; Jack “Economics of the’ Divisional’ Firm", 
Journal of Business, April 1957" 


; "On the Economics of Transfer Pricing", 
Journal (of Business, April 1956. 


GEKERT, Ro and) S.. Seashore’ "Making Cost Control Work’; 
Harvard Business Review, Nov-Dec 1963. 


"Measuring Organizational Performance", Harvard 
— Business Review, March-April 1958. 


f 


RIDGWAY, V.F. "Dysfunctional Consequences of Performance 
Measurements", Administrative Science Quarterly, 


Sept. 1956. 


STONE, Williard E. "intracompany Pricing", Accounting 
“Review, October 1956. 


WHITE PAPER ON HUMAN RESOURCES DEVELOPMENT. The Government 
of the Province of Alberta, 1969. 


. a 
1 -_ - : 
y i] 
J — 
he = 
al a7 - 
na 
y 
i ° - 
7: 
—| " Lo ae — iT 
i i y i . Sia 
: 1 ; + -) b| , —_ 
a. «> no ina 
? f 
rT ' TT 
' a , = Ph 
ae | 
“" 7 
‘ ta 4 
i FES ; 
_ 
a iti 
a i re ; 
aes 
‘ 
Vis (9a Ww 
% i | 
i 
‘ tl 
’] ry F.. ? 
_—— j 
‘ 
; J ‘ 
lL 63 is %5 e ted 
é T LJ 
j 
‘ 
~ > ] 
‘ ' ‘ 
4 
, * f PN’ fot 77 
: [bl a Ci Bee... east LEIP A 
‘ ™ § at ay ts : y 
‘ ed Le CP 
- in 


7 
» el I a PBA t ee ee 4) 150) bys OD 7. , Bs xt ‘naar a1 AE. 


7 r ". 7) 
ae in & * 4 ‘Vv Ulee t pie) i eer €e 


a 2 oe ais J tacks tad 


r ~o ' e >A fy 5 wind ‘ ; \ = : 
, Rr. Loss te0 uals STtGIKAe eB: one Xt 


"1 


ni tAH 6 WwiiEetot 168 Si das teeth te aie Ly iw 


a a 
PELE Lcays=Hoan eb neh, mealeisare 

F a | - 

| | 


: ~ i 
Sor seIQT al TO £9098 Vey hl. DORs oie 7 
eet ee ee ee ae A “Sag 
ee eee en al 


i | i 


> _. = - a 


( SRS NEA 4 ORE IETT eh nicest 
7m) ar io ~ | ‘. ADE ado 


; ue oa 
+ ‘ - ah ‘a " tiesto Ay eno "ojae 
7 a Ty 2d eRe - tan 


Ze 
ra 


a ov 
ROA i Veo j : 
SR H 
eee. | 
» 


; ¢ vi b, a? 
ch VORP i. {} 
H mm cA 


Piylat ci 
"] BF iii ‘ow tie 


B29999 


